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Our Contributors 


Robert E. Brooker is President of the 
Whirlpool Corporation, a post to which 
he was elected in 1958. He holds a de- 
gree in engineering from the University 
of Southern California. He was pre- 
viously with the Firestone Tire and 
Rubber Company and _ subsequently 
with Sears, Roebuck and Company, 
where he was Vice President in charge 
of Sears’ factory division and a mem- 
ber of that firm’s Board of Directors. 
Mr. Brooker is also a Director of Swift 
and Company; Clark Equipment Com- 
pany; Sta-Rite Products, Inc.; Stein, 
Roe and Farnham Stock Funds, Inc.; 
Wesley Memorial Hospital of Chicago. 
He is a trustee of the Illinois Institute 
of Technology and its affiliate, the 
Armour Research Foundation. 


Justin J. Condon is General Manager 
of Whirlpool Corporation’s Appliance 
Manufacturing Division at St. Joseph, 
Michigan. Prior to this he was In- 
dustrial Relations Director there. He 
holds an A.B. degree from Cornell 
University and an M.A. degree from 
the University of Washington. His 
previous business career was with 
Continental Can Company, where he 
was associated with the national sales 
organization. During World War II 
he served as director of military per- 
sonnel, Army Forces Western Pacific. 
He serves as member or director of the 
Twin Cities Safety Council, the Com- 
munity Chest and the Chamber of 
Commerce in St. Joseph. 


Malcolm L. Denise is Vice-President for 
Labor Relations of Ford Motor Com- 
pany. He has been a key member of 
the company’s labor contract negotiat- 
ing team since 1946, when he joined 
the company’s legal staff, and he was 
chairman of the company committee 
which negotiated the three-year Ford- 
UAW agreement signed in September, 
1958. Mr. Denise holds B.A. and J.D. 
degrees from the University of Michi- 
gan, where he was a student editor of 
the Michigan Law Review. He was an 
industry member of the Wage Stabili- 
zation Board in 1951-52 and has been 
active in a number of organizations 
and advisory groups in the fields of in- 
dustrial relations and law, including 
the Industrial Relations Research As- 
sociation and the State Bar of Mich- 
igan. 


Malcolm P. Ferguson has been Presi- 
dent of the Bendix Corporation since 
1946. A graduate of Syracuse Uni- 
versity, he was awarded an honorary 
Doctor of Science degree from his alma 
mater in 1955. He is also a trustee of 
that institution. Mr. Ferguson is Vice 
Chairman and Director of the Auto- 
motive Safety Foundation and on the 
board of governors of the Aerospace 
Industries Association and Providence 
Hospital, Detroit. He is a director of 
the U. S. Rubber Company, the De- 
troit Economic Club and the Greater 
Detroit Board of Commerce. In 1958 
he was awarded the Legion of Honor 








by the French government. The pres- 
ent article is adapted from a speech 
delivered as part of the Graduate 
School of Business Administration 
Lecture Series at Michigan State Uni- 
versity on March 1, 1961. 


Stanley C. Hollander is Professor of 
Marketing in the Graduate School of 
Business Administration, Michigan 
State University. He is a graduate of 
New York University and holds an 
M.A. degree from the American Uni- 
versity and a Ph.D. degree from the 
University of Pennsylvania. He is on 
the editorial staff of the Journal of 
Marketing, and has written widely in 
this field. Among his most recent 
publications is a book of readings, 
Explorations in Retailing, published in 
1959 by the Bureau of Business and 
Economic Research, Michigan State 
University, and extensively used as a 
textbook. Henry Ford: Inventor of 
the Supermarket? is another work of 
his recently published by the Bureau. 
Currently Professor Hollander is on 
leave from Michigan State University 
while engaged in a research project at 
the University of California. 


Mordechai Kreinin is Professor of Eco- 
nomics at Michigan State University. 
His undergraduate work was done in 
Israel at the University of Tel-Aviv 
and he holds M.A. and Ph.D. degrees in 
economics from the University of 
Michigan. Professor Kreinin is a 


specialist in international economics 
and has written extensively in this 
field. Among his most recent articles 
are “The GATT Negotiations of 1960” 
and “Foreign Investments and Dom- 
estic Employment,” which appeared in 
Business Topics in Summer 1960 and 
Winter 1961 respectively. Currently 
he is on leave from Michigan State 
University and in Israel under the 
auspices of the Ford Foundation’s in- 
ternational program; there he is par- 
ticipating in a study of Israel’s techni- 
cal assistance program to African 
countries. 


Lawrence M. Sommers is Professor 
and Head of the Department of Geog- 
raphy, Michigan State University, 
where he has taught since 1949. He 
holds B.S. and Ph.M. degrees from the 
University of Wisconsin and a Ph.D. 
degree from Northwestern University. 
Professor Sommers has made exten- 
sive studies of the geography of north- 
ern European countries, including re- 
search projects on geographical aspects 
of the Norwegian fishing industry and 
on the regional geography of Born- 
holm, Denmark. He was a member 
of the Seminar on International As- 
pects of Economics and Business spon- 
sored by International Programs, 
Michigan State University and Ford 
Foundation in 1958. The material for 
the present article was collected during 
a recent sabbatical leave spent in west- 
ern Europe. 








MALCOLM L. DENISE 


Unemployment and Automation 


The complex relationship between them points 


up the need for faster economic growth. 


Among the issues which are of con- 
cern to observers of the American 
economy is the relationship between 
automation and unemployment. These 
are two distinct phenomena, and the 
connection between them is widely 
and profoundly misunderstood. Every- 
one is in agreement on the undesir- 
ability of having almost 7 percent of 
the labor force out of work. However, 
there is little agreement on the part 
automation plays in the employment 
picture, or even on the meaning of the 
term. 

When the word was coined in 1946 
by a pioneer Ford manufacturing ex- 
ecutive, D. S. Harder, it described a 
specific system for automatic handling 
of parts between successive production 
processes. Before long, however, the 
meaning of the term was completely 
out of our control. 

In his book Automation and Man- 
agement James R. Bright writes: 


Few words of recent years have been so 
twisted to suit a multitude of purposes and 
phobias as this new word, ‘automation.’ It 
has been used as a technological rallying 
cry, a manufacturing goal, an engineering 
challenge, an advertising slogan, a labor 
campaign banner, and as the symbol of om- 
inous technological progress. 


Bright lists 24 definitions of the word. 

In popular usage, automation has 
come to mean nothing more than tech- 
nological improvement—any develop- 
ment, however unsophisticated, that 
leads to greater productivity. When 
an obsolete plant is replaced by a mod- 
ern, efficient one, many newspapers al- 
most instinctively refer to automation, 
no matter how conventional the new 
plant may be. And when commodities 
are packed in over-sized boxes before 
being loaded on ships, this too is des- 
cribed as automation. 

I would have no great quarrel with 
this usage provided it were universally 
understood and did not serve to distort 
perspective. “Automation” is much 
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easier to say than “increased efficiency 
resulting from technological improve- 
ment.” I intend to use the word in 
this broad sense except when explicitly 
limiting my meaning to a narrower 
definition. 


A Dangerous Assumption 


It is disturbing that the term auto- 
mation has taken on an additional 
meaning that has no relevance to real 
life. Although no one actually defines 
it this way in so many words, automa- 
tion is frequently used to mean any- 
thing that causes unemployment. 
Everyone has heard it said, as though 
it were true by definition, that since 
we have too much unemployment, 
something must be done about auto- 
mation. 

It is easy to see how this confusion 
has developed. Quite understandably, 
people have been deeply impressed by 
some of the more spectacular examples 
of automation that have been widely 
publicized in recent years. Everyone 
knows about engine blocks that are 
machined without benefit of human 
hands; everyone has heard of chemical 
plants that almost run themselves. 

It is easy enough to jump from such 
examples to the conclusion that the 
wizards of the laboratories are on the 
verge of making people obsolete, and, 
indeed, already have begun to do so. 
When, at the same time, unemployment 
rises, it is perhaps only natural to 
conclude that our unemployment prob- 
lems are the inevitable result of auto- 
mation. 

These easy conclusions have gained 
widespread acceptance. The result is 
that the very word automation calls 
to mind a mental picture of radical 
new automatic devices, spreading like 
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wildfire, leaving behind a trail of use- 
less, idle men. 


THE FACTS ON PRODUCTIVITY 


There is no quarreling with the fact 
that automation often means more 
effective, efficient use of labor, with 
mechanical energy and automatic con- 
trols taking the place of some of the 
human energy and human direction 
that otherwise would be required. In 
this technical sense, automation fre- 
quently displaces labor, but such dis- 
placement is not synonymous with un- 
employment. 

There is nothing new or mysterious 
about the substitution of mechanical 
for human energy. This is the basis 
of rising productivity, economic 
growth and improved living standards. 
It always has been and always will be. 
The human energy released by tech- 
nological gains is thereby made avail- 
able for other productive work, and 
the evidence of the past tells us that 
the net result is not fewer jobs, but 
more rewarding jobs. 

Today, however, we hear that this 
lesson is no longer valid. Automation 
is proceeding so rapidly, according to 
some, that the economy is swamped 
with displaced labor that cannot be ab- 
sorbed unless we take heroic remedies. 


Nothing Dramatic 


If we are, in fact, suffering from 
galloping productivity, then it may 
well be that automation is a prime 
cause of today’s high unemployment. 
If this is not the case, however, then 
automation is just another name for 
our old friend, technological improve- 
ment, at least as far as its impact on 
employment is concerned. In this case, 
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we must look for some other reasons to 
explain why the economy is now un- 
able to make use of the available 
labor supply. 

What are the facts? Is productivity 
increasing by leaps and bounds? As 
far as the available statistics show, 
it is my understanding that the only 
remarkable jump in productivity in 
any major segment of the economy in 
the last ten years is that which has 
occurred in agriculture. And Profes- 
sor Paul A. Samuelson of the Massa- 
chusetts Institute of Technology stated 
to the House of Representatives’ Hol- 
land Subcommittee on Unemployment 
and Automation on March 21, 1961, 
that nothing dramatic has happened in 
quantitative terms to productivity. 


The Labor Supply 


The reason for rising unemployment 
is that the economy is not growing fast 
enough to provide all the jobs that our 
growing population seeks. Although 
employment is currently at a record 
high level, the supply of labor is in- 
creasing even faster than the demand. 
More rapid growth, a stronger demand 
for labor, would soon put an end to 
complaints about automation. I con- 
cur entirely in Professor Samuelson’s 
statement to the Holland Subcommit- 
tee, “If we are very successful in main- 
taining a high level of effective de- 
mand, and without inflation for a 
number of years, the structural un- 
employment will melt more and more.” 


EFFICIENCY AND EMPLOYMENT 


The lack of any necessary causal 
relationship between automation and 
unemployment is illustrated by our 
experience at Ford Motor Company. 


After World War II, the manage- 


-ment of Ford Motor Company decided 


that the company was not equipped to 
compete effectively, in terms of costs 
or products, when the post-war seller’s 
market disappeared. 

As one of several actions to remedy 
the situation, Ford undertook an ex- 
pansion and modernization program 
which involved the expenditure of over 
$2.5 billion on plants and facilities 
through 1957. 

The company sought to equip its 
plants, both old and new, with the 
most modern and efficient equipment 
and processes for performing its var- 
ious operations. By far the greater 
part of our so-called “Detroit auto- 
mation” was installed during the pe- 
riod 1951-57, with the bulk of it in 
operation by the end of 1954. 

During this period, the company’s 
production was expanding. Where it 
had been able to produce and sell less 
than one million vehicles in 1946, and 
only slightly more than that in 1947 
and 1948, by 1953 it produced almost 
two million units. Each year since, 
except 1958, it has exceeded that figure 
by varying amounts. Ford employ- 
ment also was rising during the years 
when this automation was being in- 
stalled. After only relatively brief 
periods of unemployment, at worst, the 
company was able to absorb seniority 
employees whose jobs had been af- 
fected by new processes and move- 
ments of operations and who had not 
declined opportunities for other com- 
pany employment. 

We are convinced that had we not 
made these improvements in efficiency, 
Ford Motor Company could not have 
prospered and grown; rather than 
having higher employment, it would 
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have far less, and very possibly none. 
We have been able to market cars at 
prices that consumers are willing and 
able to pay, despite the fact that our 
labor costs for each hour worked have 
more than doubled since 1946. It seems 
clear, then, that the net result of the 
introduction of automation and other 
efficiencies in our productive processes 
was to increase, rather than decrease, 
our employment. 


Generating Jobs 


A striking example of how improved 
technology can generate employment 
is furnished by Ford’s experience in 
the manufacture of transmissions. In 
1950 nearly all Ford vehicles had 
manual transmissions produced by the 
company. Some 3,100 hourly em- 
ployees were engaged in their manu- 
facture. 

In subsequent years, improvements 
in design and in manufacturing tech- 
nology brought automatic transmis- 
sions — vastly more complicated mech- 
anisms—within the reach of the mass 
market. As a result, during 1960 some 
9,000 Ford employees — about three 
times the number in 1950—were en- 
gaged in the manufacture of transmis- 
sions for its products, while vehicle 
production had increased by only one- 
eighth. 


ERRONEOUS NOTIONS 


Our experience also has a bearing on 
the notion apparently prevailing in 
some quarters that people displaced by 
automation or other technological 
change constitute an identifiable 
group, with respect to whom separate 
policies can be formulated and applied. 
The fact is that in a dynamic economy 
people are constantly changing em- 
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ployment status and jobs for a wide 
variety of reasons. We have found it 
impossible to identify any substantial 
group of laid-off Ford employees 
whose unemployment is attributable 
solely to automation as such. Changes 
in processes and technology occur sim- 
ultaneously with changes in demand, 
product design, product mix and sourc- 
ing, with normal attrition in our work 
force and with other factors. All of 
these, in the aggregate, affect employ- 
ment levels and placement opportuni- 
ties, both company-wide and in par- 
ticular plants. 

But even if an accurate count of the 
immediately “displaced” were possible, 
it would have little, if any, significance 
as an indicator of automation’s net 
effect on employment. The real meas- 
ure of this would be the difference 
between the number actually employed 
at any given time and the number that 
would be employed at that time if no 
automation had occurred. The latter 
situation simply isn’t present to be 
measured. Clearly, we cannot use as 
a basis the employment level on the 
affected operations prior to automa- 
tion. To do so would require us to 
assume that other unrelated factors 
had not affected employment in the 
meantime, and, even more fallaciously, 
that buying decisions of customers are 
not influenced by the relative values 
available to them. 


Employment and Sales 


To get back to Ford, what do the 
figures show about our employment? 
They show, in the first place, that total 
Ford non-defense employment in- 
creased from 124,000 in 1946 to 166,- 
000 in 1960. If we exclude the Korean 
war years, the only substantial de- 
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creases in non-defense employment 
during this whole period occurred in 
1958 and again beginning late last 
year. In both cases, lay-offs were the 
result of sharp declines in sales, not of 
automation. 

In fact, the clearest conclusion 
emerging from our employment statis- 
tics is that Ford employment depends 
directly on our sales. The fact is that 
employment does not fluctuate as 
widely as sales because our efficiency 
goes up as volume goes up, and vice 
versa. The accompanying chart com- 
pares total unit production by Ford 
Motor Company with the trend in an- 
nual units produced per employee on 
our rolls for the last 40 years. This is 


not an index of productivity in a tech- 
nical sense. It merely highlights the 
overwhelming influence of volume on 
the number of units produced per em- 
ployee. For example, in 1946, when we 
produced only about 700,000 units, pro- 
duction per employee was about 614 
units. By 1950, with production at 2 
million, units per employee were up 
to almost 14. Since then, the trend in 
units per employee has consistently 
followed the trend in total units. 


Efficiency 


During the early post-war years, 
1946-49, production and units per em- 
ployee were relatively low. The fact 
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is that Ford was a very inefficient 
company immediately after the war. 
It was losing money rapidly and would 
have gone straight into bankruptcy if 
we had not succeeded in raising effi- 
ciency substantially. Because our effi- 
ciency was abnormally and dangerous- 
ly low during these early post-war 
years, the use of data from this period 
as a benchmark for comparing changes 
in employment and production during 
the entire post-war period would be 
highly misleading. After 1950, we no 
longer had the opportunity to achieve 
the same sharp gains in efficiency as 
those that occurred between 1946 and 
1950.? 

The chart points up the fact that in 
spite of all the talk about bigger pro- 
duction with fewer employees, there 
has been no consistent increase in 
unit production per employee. For 
example, in 1960 we produced about 
13144 units per employee, slightly 
fewer than in 1950, and about the 
same as in the mid-1920’s. General 
Motors has reported similar experi- 
ence. In testimony before the Senate 
Special Committee on Unemployment 
Problems in November, 1959, Mr. 
Louis G. Seaton, Vice President, Gen- 
eral Motors Corporation, said: 
Contrary to popular impression, mechaniza- 
tion—or “automation’”—has not reduced the 
amount of man-hours that go into building 
a General Motors automobile. The reason is 
that the greatly improved cars and trucks of 
today are mechanically more complex and 
hence more complicated to produce than their 
counterparts of even a few years ago. Thus, 
while mechanization and improved processes 
have reduced man-hours on some operations, 
improvements, resulting in increased com- 
plexity of the vehicles, have been an off- 
setting factor. Accordingly, the number of 
cars produced per employee per year has re- 
mained substantially constant over the years 


—10.9 cars in 1949 and the same number in 
1958. 
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A CHANGING MARKET 


Much has been made of the fact that 
since the 1958 recession automobile 
employment has returned only to about 
the 1957 level, in spite of the fact that 
production in 1960 was higher than in 
1957. Since there has been relatively 
little new automation in the industry 
since 1957, the explanation must be 
found in other developments. The prin- 
cipal reason is that the auto market 
has changed radically since 1957. 

Until that year, growing sales were 
accompanied by growing employment 
in spite of increasing efficiency be- 
cause consumers were demanding, and 
the industry was building, more car 
per car—bigger, more powerful cars, 
with more automatic equipment and 
more luxury accessories. Because of 
technological advances, the industry 
was able to provide more car per car 
with only moderate price increases. 


The Compact Car 


The public is aware of the decline 
in the medium-price car market after 
1957, and of the rapid rise in compact 
car production since mid-1959. In 
1957, medium and higher price cars 
accounted for 37 percent of U.S. pass- 
enger car production, while the one 
compact make accounted for less than 
two percent. Last year, medium and 
higher-price cars accounted for only 
24 percent of production, while ten 
compacts accounted for 29 percent. 
In 1957, 83 percent of the cars pro- 
duced were equipped with eight cyl- 
inder engines; last year, only 57 per- 
cent. The percentage equipped with 
automatic transmissions fell from 80 
to 73 percent. Smaller, simpler, cheap- 
er cars, with fewer accessories, take 
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less material and less work to build. 
Again, therefore, the lesson is clear: 
employment in our industry depends, 
in the last analysis, on the consumer. 


EFFICIENCY AND PROFIT 


So far, I have been trying to demon- 
strate that automation cannot be 
isolated as acause of unemployment. 
Indeed, it seems self-evident that auto- 
mation and other improvements in ef- 
ficiency lead to employment, not un- 
employment. People are more likely 
to lose jobs in companies and indus- 
tries that are falling behind competi- 
tively, that are inefficient and have 
meager profits, than they are in those 
that are efficient and profitable. 

How does an enterprise become effi- 
cient and profitable? How does it stay 
efficient and profitable in an increas- 
ingly competitive world? First of all, 
it must produce a commodity that cus- 
tomers are willing to buy in consider- 
able volume at a price that is in line 
with the prices of competitive prod- 
ucts, and that yields a profit sufficient 
to attract investor capital. 

No company today can meet these 
goals without relying heavily on auto- 
mation, again defined in the broadest 
sense. To the extent that our economy 
automates, we will continue to have a 
sound basis for rising national income 
and a rising standard of living. To the 
extent that we fail to automate, noth- 
ing else we do can protect us from 
shrinking markets, economic stagna- 
tion, and difficulty in finding work for 
all those willing and able to work. 


A Slow Advance 


Is it possible that the economy may 
automate too rapidly in the future—so 


rapidly that it does become impossible 
to reabsorb in other jobs the workers 
who are displaced? My own impression 
is that this is not very likely. Many 
types of automation are expensive and 
can add costly rigidities to productive 
facilities. The decision to automate or 
not is seldom clear cut. Frequently, 
at least in my industry, the gains do 
not appear worth the investment. As 
I have already pointed out, the major 
advances in our own facilities were 
completed more than five years ago. 
Since then, advances in automation 
have been slow, though steady. 


Limiting Factors 


Final automobile assembly opera- 
tions do not lend themselves readily to 
automation. This is particularly true 
where the product is varied and sub- 
ject to frequent change as it is in the 
American auto industry. As a matter 
of fact, in some operations, notably 
stamping, where automation tech- 
niques had been introduced we have 
been forced to reduce the degree of 
automation in order to obtain greater 
flexibility in responding to changes in 
consumer demand. It is often said that 
somehow automation will require 
greater stability of demand, in terms 
of both quantity and variety of prod- 
ucts. It seems to me that this is an 
upside down view of the dynamics of 
a free market. Ford is a big company 
only because customers have freely 
decided to buy our products. The com- 
pany’s fate will continue to rest on 
this foundation. Only by doing what- 
ever is necessary to win their favor 
can we remain a healthy, vigorous, 
progressive enterprise. We cannot af- 
ford the kind of automation that will 
limit our ability to respond to con- 
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sumers. It is much more likely that 
the characteristics of demand will con- 
tinue to limit the rate, and influence 
the type, of automation, rather than 
the other way around. 

Another factor that limits the rate 
of automation is the human mind. 
Substantially more rapid progress de- 
pends, I think, on the more advanced 
automation techniques — electronic 
controls, feed-back, numerical pro- 
gramming of machine tools, etc. Peo- 
ple who can design, install, and man- 
age the use of advanced automated 
facilities are still in very short supply. 
I suspect that we have an even shorter 
supply of the kind of imagination and 
foresight that can appreciate the pos- 
sibilities that science lays before us. 
I suspect also that it will take a good 
many years to develop the attitudes 
and outlook that will make rapid auto- 
mation both feasible and profitable. In 
short, I fear that we may automate too 
slowly rather than too rapidly. 


RETROSPECT AND SURMISE 


In thinking about the future, I al- 
ways find it helpful to look back at 
the past. During the last 60 years the 
American economy has had the benefit 
of advances that would have seemed 
fantastic if anyone had had the fore- 
sight to predict them in 1900. The list 
includes the substitution of electrical 
and internal combustion motors for 
human, animal and steam power, and 
of petroleum and natural gas for coal 
and wood, the tremendous multipli- 
cation of electrical generating capa- 
city, the development of highway, air, 
and pipeline transportation, the bur- 
geoning of the assembly line and other 
mass production techniques, the appli- 
cation of science and mechanization 
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to agriculture, the systematic study of 
management principles, the enormous 
growth of the engineering profession, 
explosive developments in physics and 
chemistry. Each of us could name a 
thousand things more that were be- 
yond the wildest dreams of our own 
fathers. 

As a result of these developments, 
together with a vast growth in capital 
investment, we have managed to in- 
crease our productivity, as measured 
by output per man-hour, at an average 
rate of about 2.2 percent per year in 
the total private economy. To permit 
a similar rate of productivity increase 
over the next 50 or 60 years, we must 
have new developments as dramatic, 
as far-reaching, as inconceivable as the 
developments of the past 60 years 
would have seemed in 1900. In other 
words, I don’t put a great deal of stock 
in glib statements that work will soon 
be obsolete because we have learned 
how to build computers and employ 
electronic controls. It will not be an 
easy or a simple task even to maintain 
the past rate of productivity increase 
from our present high base. 


New Products 


Before I leave this question, it might 
be helpful to consider briefly some of 
the less obvious gains of automation 
from the viewpoint of employment. 
John Diebold has pointed out that 
automation has already begun to create 
new products and new industries. He 
reminds us: 

The entire atomic energy industry, present and 
future, rests on automation, for no human 
could operate valves or hand controls within 
an atomic reactor and live. Polyethylene, 
the flexible plastic widely used for packaging 


and squeeze bottles, could not be made with- 
out automation. Color television, at a price 
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that could attract a large market, will de- 
pend on automatic machines to lay on the 
picture tube the hundreds of thousands of 
accurately spaced colored dots.’ 

One of the secrets of sales success 
in our own industry in the years ahead 
will be the ability to offer the buyer 
a car that is closely tailored to his 
own individual needs and preferences. 
The variety of choices open to the cus- 
tomer is already so broad that Ford 
could go through an entire year’s pro- 
duction run without making two cars 
identical in every respect. It would be 
literally impossible to provide any- 
thing approaching this range of 
choices if we did not have electronic 
computers to help us solve the enor- 
mous problem of supplying the right 
components to the assembly line pre- 
cisely when they are needed. 


New Technology 


New operations research techniques 
and data processing tools make it pos- 
sible for our engineers and managers 
to operate far more efficiently and ef- 
fectively, to gain information that we 
never had before, information that 
will lead directly to much better, more 
durable cars. 

In short, computer technology opens 
up entirely new avenues that are inac- 
cessible from other approaches be- 
cause of time, or cost, or other factors. 
Many of these new avenues will lead 
to increased employment, via the stim- 
ulation of demand by new or better or 
cheaper products. Some of them will 
lead to more stable employment via 
better management. 


CONCLUSION 


* People lose jobs for a multitude of 

reasons—reasons that are not mutual- 
ly exclusive. Usually a number of them 
are interacting simultaneously. These 
reasons include changes in technology, 
replacement of obsolete facilities, 
shifts in the location of major market 
areas, changes in plant layout, compe- 
tition from foreign producers, de- 
velopment of substitute materials, 
reorganization of work, elimination of 
feather-bedding, management incompe- 
tence, changes in consumer tastes, fluc- 
tuations in business activity. The list 
could be extended indefinitely. It 
would have to include the failure of 
employers to automate or otherwise 
improve efficiency so as to remain 
competitive. 

The relationship between automa- 
tion and employment is highly com- 
plex. Automation has positive as well 
as negative effects on employment. 
Neither can be isolated from the in- 
fluence of other factors operating at 
the same time. I am firmly convinced 
that efforts to explain current unem- 
ployment in terms of the impact of 
automation have done much more to 
confuse than to clarify the problems 
that confront us. I am equally of the 
view that the one major remedy for 
unemployment is faster economic 
growth, and that any program to pre- 
serve jobs that would penalize or limit 
the introduction of automation or the 
modernization of plants and equipment 
would be self-defeating since it would 
certainly slow the necessary rate of 
economic growth. 
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Footnotes 


1. It has been argued that automation has 
permitted Ford to absorb work previously 
done by other companies (usually referred 
to as “integration”), with the result that 
unemployment attributable to automation is 
reflected in reduced employment levels in 
supplier firms. 


Precise data to measure directly the effect 
of integration at Ford (which has no neces- 
sary relationship to automation) on outside 
employment are not available. We can look, 
however, at the value of materials, supplies, 
and services purchased from outside vendors 
(which does not include capitalized expendi- 
tures) as a proportion of the total value of 
Ford sales. This obviously does not measure 
the labor content that goes into outside 
purchases, has no adjustment for defense 
activities, and can be influenced to some 
degree by factors extraneous to this discus- 
sion. Nevertheless, the data are considered 
to be of some significance: 


Value of Purchases From Outside 


Year Vendors as a Percent of Ford Sales 
1950 58.5% 
1951 58.7 
1952 54.8 
1953 58.8 
1954 57.3 
1955 56.0 
1956 57.5 
1957 59.8 
1958 60.7 
1959 53.7 
1960 54.7 


This does not suggest that there has been a 
massive net shift of work away from outside 
suppliers to Ford. 

2. Government statistics covering the early 
years following reconversion to automotive 


production from World War II for the in- 
dustry as a whole indicate that the popular 
practice of using 1947 as a base date for 
comparing employment and production is 
highly misleading. For example, using BLS 
employment figures for the Motor Vehicle 
and Equipment Manufacturing Industry, it 
is often noted that employment rose only 
-6% from 1947 to 1960, while vehicle produc- 
tion rose 64%. 


But the same BLS series also shows an em- 
ployment increase from 1940 to 1947 of 
45.9%, as against a production increase of 
7.3%. Moreover, it shows an employment 
increase of 18.6% between 1940 and 1958— 
the lowest production year of the fifties—in 
contrast to a rise in vehicle production of 
only 14.8%. 


If the foregoing suggests that statistics 
must be approached with some caution, so 
does the fact that the Standard Industrial 
Classification system used by the Govern- 
ment in compiling employment and certain 
other statistics does not include in the Motor 
Vehicle and Equipment Manufacturing In- 
dustry large numbers of persons (whether 
employed by the major producers or by sup- 
plier firms) who in fact are employed in 
manufacturing vehicle components, and un- 
doubtedly includes some who are not. 

This is not intended as a criticism of the 
Government’s classification system; it simply 
reflects the fact that the product is hetero- 
geneous, involving outputs from many in- 
dustrial classifications. 

8. John Diebold, “Automation, Its Impact 
on Business and Labor,’ NPA Planning 
Pamphlet No. 106, May 1959, p. 29. 


STANLEY C. HOLLANDER 


Measuring the Cost and Value 
Of Marketing 


When did marketing begin? When 
were the first criticisms of marketing 
voiced? We do not know the answer 
to either question, but we can be cer- 
tain of two things. One is that the 
function of marketing, that is, trade 
and exchange, has been part of the 
human economic system for many 
thousands of years. The other is that 
criticisms and defenses of trading ac- 
tivities are almost as old as trade itself. 
In 1776, these criticisms provoked a 
thundering answer from Adam Smith: 
The statute of Edward VI, therefore, by 
prohibiting as much as possible any middle- 
man from coming in between the grower and 
the consumer, endeavoured to annihilate a 
trade, of which the free exercise is not only 
the best palliative of the inconveniences of a 
dearth, but the best preventative of that 
calamity: after the trade of the farmer, no 
trade contributing so much to the growing 
of corn as that of the corn merchant. 

Smith declared: “The popular fear 
of engrossing and forestalling [buying 


A discussion of the complexities and 
frustrations of evaluating one of the 


vital functions of modern business’ 


for resale] may be compared to the 
popular terrors and suspicions of 
witchcraft.’? Today the fear of witch- 
craft seems to have abated; it has been 
many years since books attacking 
witches made the best-seller lists. But 
the persistent popularity of books at- 
tacking marketing suggests that the 
fear of engrossers and forestallers has 
not vanished. The attacks have, of 
course, aroused a ready response, and 
the marketing journals have been 
filled with criticisms of the critics, in- 
terspersed with a modicum of self-crit- 
icism. 

As is true of most such debates, the 
discussions have tended to generate 
considerably more heat than light. 
Only in fairly recent years have we 
had any really serious attempts to 
measure both the costs and the benefits 
of marketing in our society. The 
dearth of such studies is not the fault 
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of the many serious and well-inten- 
tioned people who have debated the 
value of marketing. It is simply an in- 
dication of the complexity and magni- 
tude of the problem. 


A PRODUCTIVITY ANALOGY 


The difficulty of measuring market- 
ing productivity may be illustrated by 
attacking a comparable problem: at- 
tempting to measure the productivity 
of a magazine article. An examination 
of the silent post-mortem in which you 
will indulge after finishing this or 
any other article will suggest some of 
the difficulties we face when we try 
to evaluate the marketing system. 

In either case, we are trying to de- 
termine a ratio. On the one hand, we 
have the inputs into the system—the 
social and individual contributions to 
the product or process, and on the 
other hand, we have the outputs—the 
social and individual benefits. If the 
benefits are high in proportion to the 
inputs, we describe the article, the 
product, or the system in question as 
highly productive. But if the ratio is 
low, then the system is not very pro- 
ductive. The concept is simple to state; 
the real problems arise when we at- 
tempt to apply it. 


Types of Input 


The reading experiences that pro- 
vide the final tests of a magazine ar- 
ticle’s value result from two major 
categories of inputs. One group con- 
sists of those supplied by the publisher 
and the people and firms associated 
with him. These include the work of 
paper and ink manufacturers, printers 
and production craftsmen, the postal 
service and the newsdealers, editorial 
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employees, illustrators, and even 
authors. Supposedly the value of their 
services is measured by the prices and 
wages these contributors receive dur- 
ing the process of assembling and dis- 
tributing the magazine. But this 
supposition involves a number of as- 
sumptions to which we will want to 
return shortly. Magazines, like every 
other product and service, present a 
number of unique problems in social 
cost measurement. For example, pub- 
lications that derive much of their 
revenue from advertising may incur 
heavy production and promotional ex- 
penses so as to attract the readership 
that will attract advertising, which in 
turn, may, in various ways, affect the 
prices and sales of the commodities ad- 
vertised. Under such circumstances it 
is often difficult to determine the exact 
inputs provided by each participant. A 
similar quandary arises out of the 
eternal debate between the publishers 
and the postmasters-general over the 
relationship of postal charges to the 
costs of furnishing postal services. 

Another group of inputs is extreme- 
ly important and many of these are 
often overlooked. These are provided 
by the readers, and include their time 
and effort as well as whatever they 
may pay, directly or indirectly, for the 
publication. These inputs are anal- 
ogous to the time, effort and money 
expended by consumers in both the 
shopping and the consumption process. 
And, from the standpoint of the in- 
dividual consumer, these are the per- 
sonal costs that must be balanced 
against the personal benefits. 


Simple Evaluation 


Let us start with the simplest ver- 
sion of this problem; the individual 
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judgment each one of you will make 
after finishing this article or this issue 
of Business Topics. Undoubtedly, you 
will ask yourself whether it has been 
worth reading or not. Not how worth- 
while, or how it compares with other 
things you might have read instead, 
but simply: am I pleased or not that I 
decided to take the time to read this 
article? This is the sort of judgment 
that we all make frequently. Yet notice 
how often our reactions are ambiv- 
alent. We say of some experience or 
book or lecture, “I guess it was worth- 
while,” or “I don’t know—it wasn’t 
too bad,” or “I’m rather glad I read 
it, and yet maybe I could have used 
the time more profitably.” 

Now it is no wonder that our judg- 
ments are sometimes vague. To decide 
that reading a particular article, or 
engaging in any other activity, is 
worthwhile involves a very complex 
accounting process. Very few of us 
have enough time to do all the things 
we would like to do, or to read all the 
things that we would like to read. The 
segments of time that we invest in 
reading a particular article may be 
especially precious segments, on a busy 
day or when there are many alterna- 
tive activities clamoring for our at- 
tention. Then again, the time may con- 
sist of minutes spent in the dentist’s 
anteroom, when there is little else that 
we can do and when we really only 
want a little intellectual anaesthesia 
before climbing into the chair. The 
article may demand considerable at- 
tention and intellectual effort, which 
we may consider as output, as a source 
of enjoyment (witness the pleasure 
many people derive from solving puz- 
zles) or, under other circumstances 
and at other times, we may consider as 


input, as an unwarranted drain on our 
energies. The benefits of our reading 
are elusive and subtle. We may obtain 
intellectual exercise, new insight, stim- 
ulation and entertainment. Or our 
reading may prove stultifying, boring, 
or misleading. All of this we have to 
balance in some rough and ready 
fashion before we can say whether 
the magazine was, or was not, worth- 
while. 


Complexities of Evaluation 


However, this is still at the kinder- 
garten level in productivity evaluation. 
Let us look at two more problems of 
greater complexity. One arises out 
of the fact that such rough balance 
sheets are really inadequate for com- 
parative purposes or for social ap- 
praisals. Suppose, in the course of a 
year, that each of us reads two hun- 
dred magazine issues. Each issue con- 
sumes its own combination of time, 
money and energy; each yields its own 
patterns of information, insight and 
entertainment. How can we compare 
these two hundred: can we rank them 
in an ordinal line, and will our judg- 
ments be consistent each time that we 
express them? How can we add these 
two hundred patterns into a composite 
figure if we want to compare this 
year’s reading with last year’s, or with 
the magazines we read ten years ago? 
How can we make comparisons be- 
tween, say, the magazines published in 
the U. S. and those published in other 
countries, or between publications is- 
sued under various auspices? What 
measures can we use to quantify either 
the inputs or the outputs, and how do 
we relate them to each other? It is per- 
fectly apparent that these considera- 
tions are frivolous and frustrating, yet 
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this is exactly the sort of problem we 
face when we try to make comparative 
judgments about the productivity of 
marketing. 

But the problem is still more com- 
plex. Magazine articles are written 
in the hope of reaching large audi- 
ences. Each member of that audience 
is an individual. Each has his own 
standards, each has his own alterna- 
tive ways of spending his time, each 
seeks his own particular satisfactions 
and ends. None is a replica of the 
others. In evaluating the effectiveness 
of an article, how can we add all of 
their tastes, inclinations and judg- 
ments into a single composite whole? 
Shall we regard one person’s intense 
pleasure as the equivalent of several 
people’s mild displeasure? Shall we 
allow extra, or reduced, weight in our 
calculus to the connoisseurs, to those 
who are the most sensitive to small 
differences, or to those whose swings 
on the manic-depressive axis are the 
widest? 


WEIGHING THE COSTS 


Conceptualizing and evaluating are 
equally difficult in any attempt to ag- 
gregate all of the inputs and outputs 
of a complex economic system. Given 
certain assumptions and conditions, it 
is relatively easy to measure the phys- 
ical results of highly specific, small 
operations. For example, it is not too 
hard to determine which of two ma- 
chines is more efficient at punching 
out sardine cans. This may involve 
some judgments about the relative 
cost of labor, capital and raw materials 
in the future. For example, one ma- 
chine may be more efficient at low 
levels of output and the other at high 
levels, so some judgments have to be 
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made about the nature of future de- 
mand for sardine cans. But practical, 
workable estimates can be made, and 
some of these judgments work out 
fairly well. Similarly, we can compare 
two different methods of putting those 
sardine cans on the supermarket 
shelves, subject to some assumptions 
as to the total number of cans to be 
stacked, the cost of labor, and the al- 
ternative uses for the stockmen’s time 
in the store. But the only available 
measure, aside from miscellaneous 
hunches, guesses and opinions, of 
whether the whole operation is worth- 
while is whether enough people buy 
those sardines to warrant allocating 
the social energies necessary to pro- 
duce canned sardines instead of some- 
thing else. 

There seem to be only two measures 
by which we can evaluate the total in- 
puts into the total marketing system. 
One is hours of labor, the other is 
monetary costs. Both have their lim- 
itations. 


Labor as a Measure 


Labor hours are not all homogenous, 
and hence we have a problem if we try 
to use number of hours worked in mar- 
keting as the measure of marketing 
cost. How can we properly equate an 
hour of time worked by an unskilled 
laborer with an hour of time spent by 
a highly trained engineer or architect? 
They are both human beings. More- 
over, the job that is assigned to the 
laborer may be far more burdensome 
than the work performed by the pro- 
fessional. But each hour of the skilled 
man’s time represents an expenditure 
of the human capital invested in train- 
ing, and so, in a sense, constitutes a 
higher cost than does an hour of com- 
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mon labor. The problem can be re- 
solved through evaluating each hour 
of labor at its actual wage or salary 
rate, but this approach leads into the 
monetary problems we will face in 
a moment. Another difficulty, of 
somewhat less significance, bothers 
the statisticians who try to compute 
labor productivity figures. They argue 
whether it is more accurate to use 
actual hours worked as the labor in- 
vestment, or whether paid vacations, 
holidays and sick leaves should be 
added. The issue is often described 
as the question of hours worked versus 
hours paid for. (Although it would 
drive the statisticians crazy, concept- 
ually one might be justified in includ- 
ing some portion of the future hours 
to be spent in paid retirement as part 
of this year’s “labor paid for.’’) 

Another problem is more difficult. 
The number of hours invested in mar- 
keting measures, at any one moment, 
only a portion of the total cost of the 
system. Our economy also draws upon 
natural resources and upon the capital 
that the past has produced. We can 
only equate units of capital and units 
of labor by converting them to a com- 
mon factor — their monetary value. 
This again leads us to the problems 
inherent in applying monetary meas- 
ures to marketing input. 


Money as a Measure 


Some of these problems are tech- 
nical in nature. For example, should 
we evaluate the capital equipment used 
in any one year on the basis of its 
original cost, original cost minus de- 
preciation (and if so, at what rate), 
cost to reproduce, or cost to replace 
with modern equipment? How shall 
we measure the labor of unpaid family 


workers? What shall we do about de- 
ferred compensation? More basic 
problems center around two major 
assumptions that underlie the use of 
monetary costs as a measure of input. 
When we use monetary costs expended 
in the private sector as our measure, 
we are, in effect, assuming that the 
government’s contribution to market- 
ing, which is considerable, is roughly 
equal to the net tax burden (also con- 
siderable), that is levied upon market- 
ing. If the contribution and the taxes 
are unequal, then one party is, in a 
sense, contributing more to the bar- 
gain than it derives from the other. 
Our other assumption is that the costs 
represent free market values, that 
each dollar earned represents equal 
sacrifices, that each dollar spent ob- 
tains equal pleasure, and that there 
has been no exploitation of any of the 
participants in the system. 

But there is an even more funda- 
mental problem. The U.S. Census uses 
a monetary concept, “the value added 
by manufacturing,” to measure the 
output of the manufacturing industry. 
The value-added figure is obtained by 
subtracting the total cost of the ma- 
terials (and some services) that manu- 
facturing industry purchases from 
the total amount of its sales. Many 
writers now advocate using a similar 
concept in marketing. A moment’s re- 
flection, however, shows that this con- 
cept of output is roughly equivalent 
to a monetary cost measure of input. 
Profits are usually a relatively small 
portion of the total figure and cer- 
tainly are, at least in part, the price 
of certain managerial and entrepre- 
neurial services. So, under this ac- 
counting, input and output will always 
be roughly equal. 
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Consumer Satisfaction 


The most difficult part of the whole 
business is to measure the real output 
of marketing. In spite of all talk about 
motivation research, hidden persuad- 
ers and the like, we really seem to 
know very little about what people 
want from the marketing system. An 
example from retail distribution may 
help to illustrate this point. 

One school of thought holds that 
most people look upon stores very 
largely as places in which they can 
obtain merchandise. According to this 
point of view, people consider shop- 
ping as a nuisance, and are most sat- 
isfied when they can obtain their 
purchases with minimum expenditures 
of time, money, and effort. Some in- 
teresting experiments with shopping 
games and with récords of consumer 
behavior tend to substantiate this view, 
although the results are by no means 
conclusive.* On the other hand, there 
is the view advanced by many motiva- 
tional researchers and by some very 
successful merchants, that people like 
to shop. The advocates of this position 
maintain that shopping is an end in 
itself, apart from the goods that are 
purchased, and that the retail system 
should be designed to maximize the 
pleasures of shopping.® Now, of course, 
no hard and fast election can be made 
between these two approaches. Much 
depends upon the customer, the prod- 
ucts being purchased, the place and 
the time. Some people seem to react 
to shopping differently than others.® 
Most people will display one attitude 
when buying antiques, and another 
when purchasing a tube of toothpaste. 
Some people, who normally try to rush 
in and out of the supermarket, will 
be willing, when traveling, to spend 
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hours in the quaint native market- 
place, probably much to the annoyance 
of the natives. If we have only ten 
minutes in which to catch a plane, we 
want the airport newstand to have 
our favorite magazine readily acces- 
sible; if we have two hours to kill 
between planes we like the airport 
bookstore that permits uninterrupted 
browsing. But even after allowing 
for all of these differences, we find 
that a fundamental question for both 
managerial strategy and social evalu- 
ation in retailing has been answered 
only indifferently and on an ad hoc 
basis. The devices for identifying and 
measuring consumer satisfaction in 
any general sense are limited to votes 
in the market place, which is probably 
the most significant single argument 
for a free market place. 


COST RESEARCH 


A few unusually dedicated analysts 
have attempted to measure the costs of 
marketing in our society, in the face 
of all the difficulties we have noted 
and in spite of a number of technical 
obstacles we have not considered. In 
general, these people have been well 
aware of the problems and limitations 
inherent in their work. But they have 
felt that even a rough approximation 
of the actual figures would be ample 
reward for the herculean labors in- 
volved in such a task. 


Stewart and Dewhurst 


By far the best known single study 
of this sort is Does Distribution Cost 
Too Much? (New York: Twentieth 
Century Fund, 1938), a study con- 
ducted by Professors Paul W. Stewart 
and J. Frederic Dewhurst under the 














1961 COST AND VALUE OF MARKETING 23 


sponsorship of the Fund. Stewart and 
Dewhurst worked with census figures 
on purchases and sales, and other data, 
to trace the 1929 flow of commodities 
in this country from original sources 
(agriculture, importation, and extrac- 
tive industries) to final buyers (con- 
sumers, institutions, public utilities, 
and export) via such intermediate 
levels as manufacturing and trade. In- 
creases in value resulting from trans- 
portation and from wholesale and re- 
tail trade were assigned as costs of 
marketing, increases at the manufac- 
turing level were apportioned between 
marketing and processing. Stewart 
and Dewhurst estimated that, in 1929, 
final buyers absorbed $65.6 billion 
worth of finished tangible goods, of 
which three-fourths, or $49 billion, 
went to individual ultimate family con- 
sumers. These figures do not include 
the consumption of services, such as 
haircuts, medical attention or personal 
transportation. Total marketing costs 
for this $65 billion worth of goods were 
estimated at $38.5 billion. 

In other words, according to this 
analysis, retailing, wholesaling, trans- 
portation, advertising, selling and 
other marketing activities took 59¢ 
out of every consumption dollar spent 
on goods or tangible commodities. This 
figure, which as we shall see has been 
subjected to some very serious criti- 
cism, included marketing and trans- 
portation expenses at all levels. Thus, 
it embraced practically all of the sell- 
ing and distribution expenses involved 
in transferring cotton to the yarn spin- 
ner, in transferring cotton yarn to the 
fabric weaver, and in transferring fab- 
ric to the shirt manufacturer, as well 
as the marketing costs involved in 
moving finished shirts to the consum- 


er. Stewart and Dewhurst were care- 
ful to point out that their figure, 59¢, 
was meaningless unless it was com- 
pared with what distribution did in 
return for its compensation. They also 
were careful to point out that a more 
efficient manufacturing system, turn- 
ing out large quantities and obtaining 
economies of scale, would necessitate 
a more complex marketing system. 
Nevertheless, in reading their report 
one can sense a sort of physiocratic 
bias, a feeling that changes in form 
utility ought to be relatively more cost- 
ly than changes in time, place and pos- 
session utility. 


Barger Study 


In 1955, Harold Barger, relying on 
the vast data collections assembled by 
the National Bureau of Economic Re- 
search, published his study Distribu- 
tion’s Place in the American Economy 
since 1869 (Princeton: Princeton Uni- 
versity Press, 1955). This is generally 
regarded as the most authoritative 
work yet published on the subject. 
Barger limited his analysis to whole- 
sale and retail trade, and did not in- 
clude manufacturers’ marketing costs, 
as did Stewart and Dewhurst. 

Barger was not overly impressed 
with distribution’s performance in 
some respects. He concluded, for ex- 
ample, that labor productivity per man 
hour increased in commodity produc- 
tion at an annual rate of 2.6 percent 
per year from 1869 to 1949. Contrast- 
ed with this, he found that produc- 
tivity in distribution went up only 
about 1 percent per year. The analysis 
is somewhat limited, since the measure 
used, total volume handled, does not 
allow for changes in functions per- 
formed. However, probably most of 
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the difference is due to the greater 
relative application of machinery and 
other forms of capital in manufactur- 
ing than in trade. 

However, he did find that wholesal- 
ing and retailing accounted for only 
about 35- 36¢ out of the consumer’s 
dollar in 1929. Since he was working 
with only a portion of the total distrib- 
utive activity for that year, rather than 
with the whole, we should expect his 
figure to be smaller than the Stewart 
and Dewhurst 59¢. However most ana- 
lysts, including Barger, believe that 
part of the discrepancy is really a cor- 
rection of the old figure, that would 
reduce it by an indeterminate amount, 
perhaps 8 or 9¢. 


Cox Study 


For the last several years Reavis 
Cox and some of his associates at the 
University of Pennsylvania have been 
conducting an investigation of mar- 
keting costs to serve as a companion 
to, or as a revision of, the Stewart and 
Dewhurst study. Their work has not 
yet been published, although it should 
be released in the near future. Cox 
gave an advance presentation of some 
of their findings at the 1960 meeting 
of the American Statistical Associa- 
tion. There he disclosed that an analy- 
sis of the Bureau of Labor Statistics’ 
massive input-output table for the 
U. S. economy in 1947 revealed that 
ultimate consumers that year took $96 
billion worth of goods, of which $41 
billion, or about 48 percent, went for 
distribution activities. This figure in- 
cluded the marketing expenses in- 
curred by manufacturing firms, as well 
as the marketing activities of the dis- 
tributive industries, i.e. wholesalers, 
retailers, transportation agencies and 
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advertising agencies. The distributive 
industries themselves accounted for 
about 31.1 percent of the final value of 
all consumption goods, and a consider- 
ably smaller portion of the total final 
value of consumer services.” 


Department of Agriculture 


In addition to these three studies 
and many smaller scale attempts there 
has been the massive work of the U. S. 
Department of Agriculture in measur- 
ing what it calls “marketing margins” 
for agricultural products. Unfortu- 
nately for our purposes, the Depart- 
ment uses the word “marketing” to 
embrace almost everything that can 
happen to agricultural products once 
they leave the farm. It determines its 
so-called marketing margin for con- 
sumer food products by subtracting 
the farm value of raw foodstuffs and 
by-products from the final retail value 
of agricultural foods. This margin thus 
includes, for example, both the cost of 
grinding wheat into flour and the cost 
of baking bread. The procedure is 
somewhat analogous to saying that the 
cost of manufacturing Ford cars is 
part of the cost of marketing iron ore.® 

The economists who prepare the 
USDA marketing margin reports are 
always extremely careful in explicitly 
stating just what is included in their 
figures, although the same cannot al- 
ways be said for the people who use 
those figures in political debate. But 
the agricultural definition yields re- 
sults which simply are not compar- 
able to the marketing cost studies we 
have examined, however useful the 
Department’s work may be for other 
purposes. In 1939, for example, the 


Department said that 63 percent of 
the consumer’s farm food dollar was 
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absorbed by marketing costs, a slightly 
higher figure than has been reported 
for the last several years. Professors 
Beckman and Buzzell of Ohio State 
University reanalyzed the 1939 figures 
and found that just about one-third of 
the total 63 percent was the cost of 
processing prepared and semi-manu- 
factured foods. The true marketing 
cost was about 41 percent, a figure 
much closer to those reported in the 
Barger and Cox studies for consumer 
goods in general.® 


THE ACTUAL OUTPUT 


But even the most accurate market- 
ing cost figure is relatively meaning- 
less until it is compared with the work 
performed by marketing. Much of that 
work, as we have noted, consists of 
intangibles that resist quantification, 
and so we do not have an output figure 
to set against the cost percentage. But 
it is an inescapable fact that a dy- 
namic, high level economy involves a 
very considerable amount of market- 
ing work. Even the Soviets, who have 
not been outspoken admirers of our 
marketing system, are beginning to 
pay us the compliment of imitation as 
their own economies emerge from the 
subsistence level. The western world 
is just beginning to notice such com- 
munist developments as a conference 
on advertising methods held in Prague 
in 1958, and attended by delegates 
from the Soviet Union, East Germany, 
Albania, Bulgaria, Poland, Czechoslo- 
vakia, Hungary, Rumania, Yugoslavia, 
China, Mongolia, North Korea and 
Vietnam.!° 

Dr. E. D. McGarry, of the Univer- 
sity of Buffalo, has provided the best 
statement of what constitutes the ac- 


tual output of marketing.’ He lists 
six major functions of marketing 
which may be summarized as follows. 


Six Functions of Marketing 


e The contactual function: the 
searching out of buyers and sellers. 
This is a not inconsiderable task. A 
typical supermarket may carry five to 
six thousand items produced by hun- 
dreds of different processors.'* One 
study of twelve representative drug 
stores found that each carried an 
average of 1,300 proprietary items 
(minerals, vitamins, patent medicines, 
etc.) alone, out of a selection of per- 
haps 20,000 or 30,000 such items pro- 
duced for distribution through drug 
stores.2 The American consumer 
draws upon a selection of literally tens, 
perhaps hundreds, of thousands of 
items. An elaborate and often un- 
noticed mechanism is needed to main- 
tain contact between all of the people 
who use and produce both these items 
and their components, supplies and 
equipment. 


e The pricing function: in our soci- 
ety, the principal device for allocating 
our supply of scarce resources. 


e The merchandising function: the 
work of gathering information about 
consumer desires and translating it 
in to practicable product designs. 


e The propaganda function: “the 
conditioning of the buyers or of the 
sellers to a favorable attitude toward 
the product or its sponsor.” This is 
the most criticized of all the market- 
ing functions. But probably few will 
dispute the need for some activity of 
this sort to support an economy in 
which consumption rises above sub- 
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sistence and in which the advantages 
of scale are obtained through mass 
production in advance of sale. 


e Physical distribution: the brute 
job of transporting and storing goods 
to create time and place utility. 


e The termination function: some- 
thing of a catch-all category, that in- 
cludes both the process of reaching 
agreement in the case of fully negoti- 
ated transactions, and all of the con- 
tingent liabilities that remain with the 
seller after delivery takes place. 


Since many of these functions are 
concerned with intangibles, facile eval- 
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uation of marketing performance 
seems unlikely, and perhaps impos- 
sible, even for the future. Probably 
room will always exist for debate con- 
cerning both the objectives of market- 
ing and the means used to achieve these 
objectives. We may be certain that 
our present methods are not perfect. 
We may well anticipate the develop- 
ment of new and better techniques for 
the performance of many marketing 
tasks. Nevertheless, even though their 
work resists quantification, marketers 
need not apologize for their share of 
the consumer’s dollar. 





1. The author wishes to acknowledge his 
debt to a former teacher, Professor Reavis 
Cox of the University of Pennsylvania, whose 
work and lectures have shaped many of the 
thoughts expressed herein. 

2. The Wealth of Nations (Modern Library 
edition). New York: Random House, 1937, p. 
499. Emphasis supplied. 

3. Ibid., p. 500. 

4.. Wroe Alderson, Marketing Behavior and 
Executive Action. Homewood, Illinois: Rich- 
ard D. Irwin, Inc., 1957, p. 183. 

5. See, for example, Pierre Martineau, 
Motivation in Advertising, Chap. XV, “A 
Store is More Than a Store.” New York: Mc- 
Graw-Hill Book Company, 1957, pp. 1738-85. 
6. An interesting classification of shoppers 
appears in Gregory P. Stone, “City Shoppers 
and Urban Identification,” American Journal 
of Sociology, July 1954, pp. 36-45. 

7. 1960 Proceedings of the Business and 
Economics Section, ASA. Washington: Amer- 
ican Statistical Association, 1961, pp. 319-22. 


8. The Department does usually make one 
reasonable but inconsistent adjustment in 
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restaurant meals are adjusted down to the 
retail store value of equivalent foodstuffs. 
The work of a restaurant chef is not treated 
as marketing, but the work of a cook in a 
frozen food plant is. In this connection 
though, it is only fair to say that increases 
in the sales of prepared food, the so-called 
“built-in maid services,” fall short of ex- 
plaining all of the recent changes in farm 
marketing and processing margins. Finally, 
we may note that in a recent unofficial study, 
two leading USDA economists added farmers’ 
costs for machinery and purchased supplies 
into the total marketing margin reported for 
farm food products. Frederick V. Waugh 
and Kenneth E. Ogren, “An Interpretation of 
Changes in Agricultural Marketing Costs,” 
American Economic Review, May 1961, pp. 
213-27. 
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ist Economy,” Cartel, July 1959, pp. 78-79. 
Sonkodi’s source is, interestingly enough, a 
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Operating Costs and Profits. New York: Mc- 
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Horrors of the Eight--Hour Day (1865) 


The advocates of the eight-hour movement are making an effort to have the 
working-day restricted to eight hours in all Government yards and workshops, 
which is a very good idea if Government can afford it, as it cannot until it has 
paid its debts. Nor has it a right to pay any of its employees more than the 
market price for a fair day’s labor as long as the rest of the community is work- 
ing to the utmost extent of its powers, in order to meet the heavy burden of 
taxation under which we are now laboring.* The day when it will be established 
as a precedent that the Government is authorized to pay men full wages for a 
short day’s labor will witness the unsealing of a great fountain of corruption. 


Editorial, ““The Government and the Eight-Hour Movement,” 
The Nation, I, 25 (December 21, 1865), 775. Abridged. 


*Editor’s note: $2,678 million, or less than 1 percent of the figure ninety-six 
years later. On a per capita basis, the 1865 national debt was $75, the 1961 one 
$1,592. 





ROBERT E. BROOKER 





Long Range Planning 


An analysis of techniques and achievable goals, 


with instances of successful planning activities 


Long range, or long term, planning 
is a concept which requires analysis to 
insure that its meaning and value for 
business concerns is clearly defined. 
The phrase is frequently used quite 
loosely by economists, market re- 
searchers, analysts, and professional 
consultants just as the terms “automa- 
tion” and “professional management” 
have been used without true analysis. 
I propose to define the kinds of plan- 
ning that may be considered long term 
with illustrations drawn from com- 
panies whose background and history 
are well known, and then to describe 
the organization and background of the 
Whirlpool Corporation, and its long 
range planning activity. 

Long range planning must go beyond 
forecasts of five or ten years, although 
such forecasts, along with short and 
medium term forecasts, have a con- 
siderable value and are necessary in 
the operation of a company. Forecast- 


ing has a secondary function in that it 
provides a criterion for a company to 
compare its market growth on a com- 
petitive basis, and also to appraise the 
growth of its industry market to de- 
termine whether or not the industry’s 
growth is faster or slower than that of 
the national income or the per capita 
income. Where a company lags in 
growth in either of these two instances, 
there is a warning sign. If it should 
lag in the first respect, it clearly in- 
dicates that the company is losing out 
to its competition, and this suggest: 
a change in sales policy or one of dis- 
tribution. In the second instance, if 
its industry is growing at a slower rate 
than the economy and the industry is 
obtaining a decreasing portion of the 
country’s spending power, then here is 
a situation where planning would sug- 
gest a change in the direction of the 
company. This example may suggest 
that short range planning will deal pri- 
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marily with the existing activities of 
the company to capture a larger share 
of the market on a more profitable 
basis than its direct competitors, and 
that longer range planning will relate 
to the progress of the firm compared 
with the general economy. The func- 
tion of management planning in an 
organization is to establish goals for 
all parts of the company, in terms of 
results to be accomplished, at the same 
time that it allocates physical, human, 
and financial resources throughout the 
company to attain these goals. In the 
case history of our own long range 
planning activities, it will be seen that 
in our consideration we directed our 
activity toward maximizing the return 
on investment on the capital employed 
in our business and utilizing the spe- 
cializations we have in manpower, fa- 
cilities, and systems of distribution. 


ILLUSTRATIO?"3 OF PLANNING 
Douglas Aircraft Corporation 


The first time that the term “long 
range planning” penetrated my con- 
sciousness was during the latter period 
of the Second World War. At that 
time, the Douglas Aircraft Corpora- 
tion set up a long range planning func- 
tion to study potential diversification 
for using facilities, management, and 
work force that had been greatly ex- 
panded for production of military air- 
craft. This long range planning task 
force explored many consumer dur- 
ables, which they felt might be adapted 
to the facilities and skills of the Doug- 
las organization. As it turned out, 
these plans came to nought with the 
tremendous post-war growth of com- 
mercial and private aviation. Douglas, 
whose commercial business had been 


concentrated largely in the DC-3, en- 
tered the market with a series of new 
products to meet this newly-created 
demand. This started with the DC-4, 
quickly changed to the DC-6 with sev- 
eral modifications of this ship, fol- 
lowed with the DC-7 with several 
modifications, and their latest work, 
the DC-8 Jet Liner, which, with other 
similar ships, has revolutionized long 
distance travel. I am sure the long 
range planning task force of Douglas, 
during the war period, was not in a 
position to anticipate the change in 
growth that would occur in the next 
ten, fifteen, or twenty years, and yet 
the management of the company had 
the ability to adjust itself to the 
change as technological advancement 
occurred and as the markets developed. 
It is interesting to note that aircraft 
manufacturers, as the result of missile 
programs, are again concentrating on 
long range planning. 


General Motors Corporation 


The largest industrial corporation in 
the United States has had an interest- 
ing growth pattern, and much of its 
planning resulted from the vision of 
individuals. Mr. Durant and Mr. Sloan, 
jointly, acquired the companies that 
now produce the General Motors line of 
automobiles—Chevrolet, Pontiac, Olds- 
mobile, Buick, and Cadillac. They ac- 
quired by acquisition the companies 
that have integrated into the manu- 
facture of automobiles, beginning with 
Fisher Body and extending through 
Warner Electric, Delco, A. C. Spark- 
plug, Packard Electric, Rochester 
Products, a tubing company, transmis- 
sion and other components. Now that 
General Motors has 50 percent of the 
total passenger car market and bigness 
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may become a liability, the company 
has expanded its growth in other fields 
of land transportation, which has in- 
cluded its Electromotive Division, man- 
ufacturer of Diesel railroad engines, its 
Euclid Division, manufacturer of earth 
moving equipment and construction 
machinery, and its consumer durables, 
where the Frigidaire Division and Del- 
co Division are factors in appliances 
and heating. The growth of the Gen- 
eral Motors International Division, 
with its decision to establish manufac- 
turing plants abroad rather than rely- 
ing on exports, indicates the vision of 
the planners many years ago in this 
phase of their growth pattern. Trade 
releases indicate that the long range 
planners in this industry today are 
mindful of the potential of gasoline 
turbine driven cars and wheelless auto- 
mobiles which would render engine, 
transmission, and frame facilities 
obsolete. 


Sears, Roebuck and Company 


The present long term planning of 
this firm is an outgrowth of many 
years’ experience in the general mer- 
chandising business. In the 1920’s, 
General Wood had the vision to recog- 
nize that the movement of people from 
farm to urban areas required that the 
mail order business be supplemented by 
a retail business and that the special- 
ized talents of the buyer developed in 
mail order could apply equally effec- 
tively to the retail store system. The 
original stores followed the familiar 
location pattern in central areas with 
heavy foot traffic. Again, General 


Wood had the vision and courage to 
move retail stores out of the congested 
areas into locations that would serve 
automotive travel and provide large 
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parking facilities. Once this pattern 
proved successful, it was then possible 
for Sears to set up a longer range plan- 
ning program which was to determine 
its growth for many years to come. Its 
Market Research Department was able 
to determine population growth and 
movement trends and anticipate na- 
tional income. Experience had taught 
Sears the percentage of each market 
that could be developed with decentral- 
ized locations handling a full line of 
general merchandise and related serv- 
ices, and with these being available on 
satisfactory credit terms. An analysis 
of the projected growth and income of 
the major markets in the country 
readily determined the retailing space 
requirements to fully cover the market. 


The long range planning of distribu- 
tion required provision for selling area, 
offices, warehouses, and parking. The 
cost of this expansion can be deter- 
mined on a square foot basis. An addi- 
tional requirement was retail fixturing 
and merchandising. This too can be 
related to the square footage required. 
Experience had shown that just as re- 
tail sales depend on a square foot basis, 
the capital required to finance the time 
payment accounts can also be antici- 
pated based on the square footage re- 
quirement. Together with all factors 
related to the square footage of the 
selling area, the planners had to pro- 
vide for facilities, merchandise, and 
money, and then a growth of organi- 
zation to man these facilities. In addi- 
tion, it was necessary to provide a 
back-up of sources to provide con- 
sistent merchandise values in volume 
to support the growing rate of sales. 

This plan is well established in Sears, 
and the mechanics of providing the 
location, designing and erecting the 
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buildings, while flexible, are usually 
planned four or five years in advance. 
Each annual report of this company in- 
dicates the growth in the number of 
retail units. 


Other Companies 


In this field, Penney’s has had a 
similar program of long range plan- 
ning and as a result their progress 
and growth are apparent. A contrast 
to this is Montgomery Ward where 
there was a long period of no growth 
and no planning, and it is only recently 
that this company has moved forward 
in a long range concept and, because 
the program is late, at considerable ex- 
pense. These examples of planning 
long term growth in a few well known 
companies lead into the concept of 
planning that we have used in Whirl- 
pool. 


A PLANNING PROGRAM 


The Whirlpool Corporation of today 
is the result of a merger made five 
years ago. Prior to 1955, Whirlpool 
Corporation manufactured laundry 
products only and distributed them 
through Sears, Roebuck and Co. under 
the Kenmore label and through its own 
distributors under the Whirlpool 
brand. The Seeger Corporation made 
refrigerators and freezers for Sears 
under the Coldspot brand, and the 
Estate Range Company made ranges 
which they sold through RCA distribu- 
tors along with RCA air conditioners. 
Combining these companies into the 
present Whirlpool Corporation made us 
a manufacturer of a full line of major 
domestic appliances. In addition, we 
acquired the use of the RCA trademark 
and changed our name brand to RCA 
Whirlpool for major appliances. This 
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line is distributed through distributors, 
the majority of whom handled the RCA 
line’ of electronic products —that is 
radio, television, etc. The sales volume 
of the companies being merged ap- 
proached $400 million per year, and 
currently the company has sales of 
$450 million. 


The Task Force 


The first four years of this combined 
operation did not provide much time 
for planning. The problems of integrat- 
ing the organization and bringing out 
an entirely new line of major appli- 
ances, under the full line concept, oc- 
cupied every minute of the time of a 
very energetic and effective manage- 
ment team. A little more than a year 
ago, during a period when we were 
enjoying the most successful year since 
the merger, we paused to reflect on the 
longer range outlook for the company 
and decided that a planning program 
was timely and necessary. Both Mr. 
Gray, the Chairman, and I had been 
exposed to longer range planning func- 
tions of other companies where these 
functions had been separated from the 
top executive offices. We felt that 
planning functions tended to lose the 
dynamic qualities needed for change 
and leadership when it was assigned to 
a regular staff category. It was Mr. 
Gray’s thought, and it proved to be a 


very good one, that we select from our 


organization a group of promising 
young men in various functions of the 
business, whose qualifications might 
indicate they would become the man- 
agers in the next ten years, and that 
they be given the assignment, with 
their regular duties, of working out a 
ten year plan for the growth and de- 
velopment of our company. 
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Six men were selected and they be- 
came known as our Long Range Plan- 
ning Task Force. They were given a 
year to make their study. There was 
no restriction on the amount of assign- 
ments given people within the com- 
pany, providing time was available, nor 
the monies to be spent on outside con- 
sultants where such consultation was 
deemed necessary in specialized areas. 
The men were in an age bracket be- 
tween 35 and 42 years, and their ex- 
perience included manufacturing, engi- 
neering, sales, and finance. At the 
initial meeting, it was established that 
the plan would not go beyond special- 
zation in major appliances and prod- 
ucts functionally associated with major 
appliances, or such products as might 
come from our Research and Develop- 
ment, as were compatible with our 
general skills. This did not mean that 
our long range planning would not 
eventually go beyond this stage, but we 
felt there was ample opportunity with- 
in this specification to provide a 
growth pattern which was proper for 
our present operation. 


Nature of the Study 


The Long Range Planning Task 
Force organized itself with a Chair- 
man and Secretary, who scheduled the 
meetings and kept a record of the dis- 
cussions. Meetings were held bi-week- 
ly, generally for a full day and on 
occasion for several days. The group 
divided their study into six phases: 


e They determined their objectives. 


e They arrived at a method of an- 
alyzing the problems. 


e They went about securing the 
background information. 


e They assigned specific projects 
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to members of the group and, 
where necessary, enlisted support 
from inside talent or obtained out- 
side consultation. 


e They reviewed and discussed the 
findings on the individual proj- 
ects and came to an agreement on 
the recommendations they would 
make. 


e They summarized their work and 
made a report to the Chairman 
and the President. 


Within the company, the Market Re- 
search Department was able to make 
what we hope will be accurate fore- 
casts of the markets for major appli- 
ances for the next ten years. The fam- 
ily formation growth rate is available 
from a number of sources, the expected 
income per family rate is available. We 
in the appliance industry have a com- 
plete record of the saturation of each 
of our products, and we have fairly 
accurate records of the replacement 
rate, except as innovation and changes 
may accelerate replacement. This 
means that the Task Force, without 
providing for any innovation or change, 
could anticipate the overall market for 
appliances during the next ten years, 
and then determine whether the sys- 
tems of distribution could increase our 
share of these markets, whether the 
share would merely be held even or 
whether there was some possibility of 
losing position in the market. 


Invention and Rate of Change 


The technical changes that might ac- 
celerate the rate of replacement have 
several effects on long range planning. 
If a manufacturer had a_ technical 
change that made all other products 
obsolete and he had this exclusively, 
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he might increase his market share 
disproportionately. Experience has 
shown that this is an unlikely set of 
circumstances in the appliance indus- 
try. 

The rate of change through innova- 
tion has been very slow. In the wash- 
ing machine, there have been two 
major innovations in the last fifty 
years. One was the agitator principle 
of washing, which is fifty years old or 
older, and the second was the auto- 
matic washing machine, which is now 
approximately twenty-five years old. 
The acceptance of these changes was 
only accomplished as several manu- 
facturers entered the field with a like 
principle. Many of the other improve- 
ments that have come along in laundry 
appliances are developed by one manu- 
facturer, and where the innovation 
provides a real benefit to the consumer 
other manufacturers quickly follow, 
either through licensing or by copying 
the idea. The same is true of refrigera- 
tors. The major basic change in the 
refrigerator was the introduction of 
the hermetic sealed system, which 
came in the middle twenties. The dual 
temperature boxes, that is a refrigera- 
tor with a freezer compartment, were 
introduced in the thirties, but it is only 
within the last five years that the tem- 
perature in the freezer compartment of 
a dual temperature box has been held 
below 10°, which is the requirement 
for proper storage of frozen foods. 


Aspects of Technical Development 
There may be technical changes that 
would not only affect the consumer 
buying of a product but might also 
change the facilities required to pro- 
duce the appliances. Ultrasonic wash- 
ing is a subject that has been thor- 
oughly explored, and it is now pretty 
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well accepted that ultrasonic washing 
of ¢lothing is not likely to revolutionize 
this industry, because a sound wave 
hitting a fabric suspended in a liquid 
is not meeting a solid object, and, 
therefore, is not as effective as a sound 
Wave against metal parts where the 
principle is well established in commer- 
cial practice. Ultrasonic washing may 
be practical in the dishwashing field 
where china, glassware, and silverware 
provide a solid object to bounce the 
sound wave against. 

Another area where technical de- 
velopment could bring about change is 
in the development of thermoelectric 
heating and cooling. It is quite prob- 
able that the day will arrive when we 
can economically cool thermoelectrical- 
ly by the simple transfer of electricity 
into cooling without going through the 
process of using a compressor, evap- 
orator, and condenser as now used in 
refrigerator systems. When this day 
arrives, the facilities required for re- 
frigerators, freezers, air conditioners, 
and like products may be greatly 
changed. Our own work in thermo- 
electrics is well advanced and we esti- 
mate that such a contingency might be 
outside of the ten year scope of this 
plan. 


Obviously, developments of this type 
must be reviewed currently and plans 
be flexible enough to anticipate such 
change. Today’s mass production of 
durable goods requires substantial lead 
time for product change. The develop- 
ment, tooling, and testing of a new 
product require long periods. Time is 
required to provide the capital equip- 
ment, most of which is tailored for 
automatic or semi-automatic produc- 
tion. This means that companies must 
today take action which commits man- 





84 BUSINESS TOPICS 


power and resources for longer periods 
of time. Long range planning must 
provide this, avoiding the prospect of 
having to maintain a partially idle 
labor force free of write-off obsoles- 
cent plans and equipment. 


THE DISTRIBUTIONAL STUDY 


Once the Task Force got into the as- 
signment of projects, they found that 
the critical area for growth within this 
ten year period would be the problem 
of appliance distribution. The growth 
of distribution through our brands 
manufactured for the mass distribu- 
tional arm of our system was related to 
its growth of facility, the expansion of 
its service, our ability to supply value 
in the product and a serviceability that 
would encourage the replacement of 
each of the Coldspot and Kenmore 
products in the field by a new Coldspot 
and Kenmore, and through this repu- 
tation of service and dependability 
bring new customers to these products. 
The Sears system of distribution is 
well refined to eliminate elements of 
handling costs, and passes these sav- 
ings along to the consumer. This does 
not mean that further refinements are 
not available in the distribution of the 
products through Sears, but the op- 
portunity for taking costs out of their 
distribution method is far less than 
opportunities available to the distribu- 
tor-dealer system. 

The Task Force found that the whole 
system of independent distribution 
should be carefully reviewed and for 
this purpose employed an outside con- 
sultant to work with our own Market 
Research Department. This work re- 
sulted in an economic forecast of the 
geographical distribution of sales that 
could be achieved by 1970. They then 
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set up a mathematical model of dis- 
tributional facilities to serve indepen- 
dent dealers most economically with 
this geographical distribution of sales. 
Currently, we distribute through 78 
distributors located to serve roughly 
10,000 dealers. The distributional pat- 
tern is a familiar one. The goods are 
manufactured and warehoused in the 
manufacturing location and drawn out 
in carload lots by the distributor where 
they are again warehoused. They are 
ultimately shipped to the dealer and he 
makes the sale and installation to the 
consumer. 


The Gateway System 


The distribution study was directed 
to eliminate some of this handling and 
the related expenses. A further objec- 
tive was to bring complete stocks 
closer to the consumer. The study de- 
veloped a regional system of ware- 
houses, which we chose to call gateway 
warehouses. These warehouses might 
ultimately replace the stock at the 
manufacturer’s plant and the stock at 
the distributor’s establishment so that 
goods would be shipped off the ends of 
the manufacturing lines into a gateway 
warehouse, and then as sold delivered 
to the consumer; or they would follow 
the present pattern to a dealer and 
then be delivered to the consumer. 

The gateways have the advantage of 
bringing the factory inventory closer 
to the consumer, and this provides for 
mixing shipments of all appliances 
when shipment is made to the dealer. 
Carload freight rates are available to 
ultimate destinations even though the 
shipment is interrupted at the gateway 
for storage. This proposal would elim- 
inate inventories at distributorships 
but would increase factory-owned in- 
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ventories since these would be held in 
gateway warehouses. Our study 
showed that fewer gateway ware- 
houses would meet our distribution 
needs and provide delivery no later 
than the second day. The gateway sys- 
tem also provides a means of leveling 
factory manpower and securing maxi- 
mum production economies. 


Oher Recommendations 


Our Task Force, recognizing the 
potential in the international field, au- 
thorized an extensive study of product 
market practices and competition in 
several countries. This developed a 
recommendation to participate in these 
markets and suggested priority for cer- 
tain areas. 

The Task Force also considered some 
of the other products that have already 
been developed from research such 
as the coin-op dry cleaning machine, 
which is being introduced this year 
and icemakers, which are being intro- 
duced both in refrigerators and as 
separate appliances. 


REORGANIZATION 


Once these parts were set into an 
overall recommendation, the need for 
study of the organization became ap- 
parent. When a company has grown 
big, it tends to become inflexible and 
is slow to change because of its struc- 
ture and routine. Long range planning 
should have the objectivity to cut 
across established functions and pro- 
cedures, to stimulate a change in di- 
rection and where necessary suggest 
changes of policy, procedure, and meth- 
ods. The task force recommended a 
reorganization of manufacturing, a re- 
organization of distribution that de- 


veloped from their study, a reorganiza- 
tion of the customer service and quality 
assurance development to complement 
distribution, and a reorganization of 
the International Division. 

The recommendations all appeared 
valid; it was then necessary to deter- 
mine whether earnings would provide 
the financial growth necessary to sup- 
port this expansion. The net result 
of the financial study indicated that 
it was possible to substantially increase 
our business within 10 years, provide 
for additional facilities to support this 
added volume, and provide for the in- 
ternational expansion, if we are able 
to realize an 8 to 10 percent profit on 
sales during the period and retain 50 
percent of the total earnings, or, if 
we confine our dividends to 50 percent 
of earnings. Experience has proven 
that we are able to earn 8 to 10 percent 
on sales over long periods, and we 
have followed a policy of limiting our 
dividends to 50 percent of earnings. 
The increase of our potential sales is 
in line with our present market pene- 
tration and somewhat below our rate 
of growth in the market. 


Implementing Change 


The Task Force at the conclusion of 
their study made their presentation to 
Mr. Gray and me. We have accepted 
many of their recommendations and 
are in the process of putting them into 
effect. The reorganization of manu- 
facturing into product groups has been 
accomplished. The distribution recom- 
mendation for regional warehouses is 
under way through a pilot operation. 
The international recommendations 
are being explored and may be fol- 
lowed presently much along the lines 
of the long range recommendations. 





36 BUSINESS TOPICS 


The customer service and quality as- 
surance function has been reorganized 
to achieve the objectives recommended 
by the Task Force. 

Top management planning has the 
responsibility for initiating change of 
the total company system, moving for- 
ward as a coordinated whole, in an 
evolutionary sense in response to 
changes in environment in which the 
company must survive and grow. The 
Long Range Task Force recommended 
that we establish long range planning 
as a permanent function. We have not 
accepted this recommendation yet as 
we would like to hold the long range 
planning responsibility as one belong- 
ing to the two top officers. We have 
arranged to meet with the original 
Task Force after the first year of oper- 
ation under their recommendations and 
let them discuss the accomplishments 
and any new recommendations that 
may have come to them in their day- 
to-day work. 


Development of Leadership 


It is interesting that of the six men 
who made up the Task Force, four 
have been promoted to officers, a 
fifth has been made a Division Man- 
ager, and a sixth is Assistant to the 
President. We feel that our selection 
of men to do this work was well justi- 
fied by their performance, and we look 
to these men to play an important part 
in the future of our company. This 
does not exclude other men who are 
demonstrating ability as they have 
equal opportunity, but, obviously, these 
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six have had a great broadening of 
their outlook on all phases of activity, 
and they have been given opportunity 
to demonstrate their qualities of lead- 
ership. In many ways our long range 
planning activities fall into a category 
of intermediate planning with the only 
breakthroughs being in the area of dis- 
tribution and international. 


The execution of this program will 
require the doubling of our manage- 
ment force. Currently, we have slightly 
more than 2,000 men in a management 
category to carry out these objectives 
which will require more than 4,000. 
At the conclusion of this review, we 
took our long range planning to the 
entire management group to point out 
not only the opportunity for growth in 
the company and the opportunity for 
the individual, but also the require- 
ment that the individual management 
men develop people to carry this addi- 
tional load. 


At the time of the merger five years 
ago, we made a five year plan of what 
we expected to accomplish. A review 
of this plan shows that we have sub- 
stantially accomplished all objectives; 
although, quite frankly, they were not 
all achieved on the scheduled dates. We 
think our ten year program is one that 
is an attainable objective, but, here 
again, we recognize that progress will 
not follow a straight line. There will 
be some periods when we make more 
progress than in others; the essential 
thing is to have an objective, to be 
moving forward, and to have everyone 
in the organization recognize the goal. 











MALCOLM P. FERGUSON 


The Corporation as Supplier 


To the Government 


Knowing how to do business effectively, successful- 


ly and profitably with government can provide not 


only a great challenge, but a great opportunity. 


There are opportunities, challenges, 
peculiar problems and responsibilities 
connected with doing business with the 
government: these aspects are more 
often referred to obliquely than dis- 
cussed openly. The Bendix Corpora- 
tion, with which I am associated, is 
quite familiar with them, for last year 
67 percent of our volume was “subject 
to renegotiation,” a description which 
is one way of distinguishing govern- 
ment from non-government business. 
A vast proportion of this is military 
or defense business, but there is much 
that is not of a military nature, such 
as that with the Weather Bureau, the 
Federal Aviation Agency and the Na- 
tional Security Agency. I shall discuss 
both categories. 

When the Bendix Corporation was 
formed in 1929, its business was only 
8 percent aircraft and the balance au- 
tomotive. Yet the founders were even 
then so.impressed with the future of 


aviation that our original name was 
the Bendix Aviation Corporation. Lind- 
bergh’s famous flight non-stop to Paris 
in 3314 hours was still captivating the 
imagination of those who dreamed 
about the future of aviation. The 
original concept of our corporation was 
to become a major source of precision 
components of a highly functional na- 
ture, involving growing technology. 
Among these items were ignition, car- 
buretors, instruments, and electrical 
equipment. 

The 1930’s were a period of intensive 
development, largely on our own funds. 
I will mention just two of these de- 
velopments: the pressure carburetor, 
which completely sealed the fuel sys- 
tem and permitted aircraft to roll, fly 
upside down, and carry out fighting 
maneuvers without spewing gasoline 
all over the engine; and the radio com- 
pass, which gave positive and safe 
flight direction to aircraft. 
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The Roller-Coaster Ride 


Being a military contractor has been 
like riding on a roller coaster since 
1939. Bendix is one of the few com- 
panies which felt the impact of the war 
in Europe in terms of a substantial 
early build-up of production—before 
Pearl Harbor. This stemmed largely 
from the many new developments of 
the 1930’s, of which I have mentioned 
only two. What happened then still 
staggers the imagination. Bendix went 
from a gross of $40 million in 1940 to 
over $900 million in 1944. 

Then at the dawn after V-J Day, we 
felt the crash of a billion dollars of 
orders cancelled in a single week. The 
re-forming of our corporation in 1946 
was one of the most difficult assign- 
ments that any company ever faced: 
from 77,000 people to 18,000 and from 
$900 million of output to $100 million. 

At the time few were interested in 
military airplanes or components for 
them. The world was at peace, and 
war and defense were things of the 
past. In fact, the industry reached 
such a low ebb in this hard-to-believe 
period of indifference to defensive 
strength that it was almost extin- 
guished. 

Fortunately, the Finletter Commis- 
sion and a joint Congressional board 
studied the problem and came up with 
recommendations that were adopted 
and implemented. Only by this close 
call were we able to be prepared for 
the Russian and Chinese threats of the 
1950’s and the Korean conflict in 1951. 
As everyone knows, the emerging real- 
ity of the Communist threat prevented 
another such let-down. 

The Korean action, of course, 
brought another roller coaster climb 
for military contractors and for us. 
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Our gradual growth, from the $100 
million of 1946 to $215 million output 
in 1950, again zoomed to $635 million 
in 1953. 


Technology and the Contractor 


During this period from 1945 to 1958 
there was another and still more chal- 
lenging problem for the government or 
military contractor: the rapidly chang- 
ing technology. It is probably best dis- 
played in terms of engine horse power. 
Our largest engine at the end of World 
War II developed 3,700 HP. The first 
jet turbine engines were just being de- 
veloped in this country. By 1958 the 
reciprocating engine, used since the ad- 
vent of flight, had almost disappeared 
and turbine jet engines of 25,000 HP 
were available. Speeds had gone from 
under 400 miles per hour to 1,500 miles 
per hour and the sonic barrier had 
been broken by the Bell XS-1 as early 
as 1947. 

Another revolution in power plants 
had also occurred almost simultaneous- 
ly: the development of liquid and solid 
propellant engines of simply astro- 
nomical power. We are now using en- 
gines with 300,000 pounds of thrust 
and one is under development with 
1,500,000 pounds of thrust, equivalent 
to about the same horse-power rating 
at certain altitudes. At the same time 
the shift from aircraft to missiles was 
creating major changes in every seg- 
ment of the large aircraft industry, 
bringing with it a trend to automatic 
control of almost everything and the 
use of electronics with its millionth-of- 
a-second action and response potential. 

I could not begin to relate how these 
accelerating changes rendered obsolete 
factories, equipment, methods of pro- 
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duction, and even the thinking of peo- 
ple. But for the already groggy 
defense contractor with a technology 
revolution besetting him at every 
point, more was yet to come as Sputnik 
was launched in late 1958 and the space 
race began. For the military and gov- 
ernment contractor of major items, it 
can appropriately be said that his role 
has not been a simple one, with tech- 
nology racing ahead at a rate which 
strains conventional methods of busi- 
ness management, corporate planning, 
and performance. 


THE GOVERNMENT AS 
PURCHASER AND USER 


Before itemizing some of the main 
areas of doing business with the gov- 
ernment—both problems and oppor- 
tunities—I would like to emphasize 
how important the government has be- 
come as a purchaser. Passing over the 
military for the moment, there is the 
Federal Aviation Administration, deep- 
ly involved in the development, testing, 
procurement and operation of aviation 
traffic control, communications, air- 
ports and their equipment, interna- 
tional standards, and most importantly, 
safety. They have their own large 
development and testing center at 
Atlantic City, New Jersey, and are 
spending over $100 million per year on 
development programs with industry. 
We are among the contractors trying 
to find answers to the problems of com- 
munications regardless of weather or 
radio interference, safe separate road- 
ways in the air at dense terminal areas 
like New York and Washington, im- 
proved and simplified instrument dis- 
play to ease the pilot’s burden, and 
automatic touchdown landing in any 
weather. 


Weather Services 


* There is the expansion of govern- 
ment weather services involving con- 
tinuous forecasting and visual presen- 
tation of the weather, no longer just 
domestic, but world wide. Here the 
potentials of space observation are 
tremendous. 


Oceans 


Then there is that vast area of the 
oceans where the employment of sonar 
equipment to determine and plot depth, 
for such uses as geodetic survey, has 
been going on for a long time. We are 
now interested in the mineral potential 
not only of the water, but also of the 
floor of the ocean. We are challenged 
by the problem of detection and com- 
munication through water. Govern- 
ment will certainly lead the way in 
meeting our fresh water scarcity 
through desalting of sea water on an 
enormous scale. 


Education 


Whether all of us like it or not, we 
are on the threshold of what will prob- 
ably be a period of investment by gov- 
ernment at all levels in education. This 
will involve many aids to education: 
TV, electronic translation from one 
language to another, and speech and 
reading aids. 


Research and Development 


Then there is the market repre- 
sented by the tremendous expansion of 
government facilities in support of 
research and development—not only 
military but non-military projects and 
programs. While government arsenals 
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have existed for some time, the success 
of the government-sponsored program 
on atomic energy and the support of 
new areas of research and develop- 
ment, even during the war, at many 
universities and institutes, created a 
background for an enlarged and grow- 
ing program of government support of 
research and development. 

Certain of the trends of modern 
technology lend themselves to original 
government sponsorship, and, in the 
military area in particular, we now see 
large research facilities owned and 
operated by the government and fre- 
quently having civilian or university 
ties, such as the Rand Corporation, the 
Aerospace Corporation of Los Angeles, 
working with ballistic missiles, the new 
Mitre organization in Boston, con- 
cerned with electronics, and the Lin- 
coln Laboratories under the direction 
of the Massachusetts Institute of 
Technology. 


THE POTENTIALS OF 
GOVERNMENT BUSINESS 


All in all, it has become an important 
function of business management to 
examine the potentials represented by 
government business. Sometimes it is 
hard to realize how tremendous this 
potential is and can be. For example, 
there are only 40 companies in the 
United States which did more than a 
$1 billion business in 1959. Yet now 
there are projects coming up monthly 
in the government area which are 
price-tagged at $1 billion and more. 

Within the limits of this article, I 
can but outline the character of such 
business and mention a few of the 
daily occurrences and experiences as- 
sociated with functions such as re- 
search and development, procurement, 
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contract negotiation and rules of the 
game. 

I would like to make this further 
distinction: we talk loosely about space 
procurement as if it were military, and 
much of it is. But as I hope, along 
with so many others, that disarmament 
may sooner or later lighten our bur- 
dens, I also believe deeply that our 
investment as a nation in space tech- 
nology will be on the ascendancy 
throughout the lifetime of the present 
generation. I am sure it is clear that 
Russian technology, and perhaps 
Chinese technology, will be waging a 
continual battle with us and a battle in 
areas where government must com- 
pete, as well as companies. It is this 
situation which I think will to some 
extent replace and certainly succeed 
the arms race, if and when effective 
measures for disarmament can be re- 
lied upon. There are some who now 
predict that government and military 
expenditures for space projects will 
grow from $1.5 billion at present to $8 
billion by 1970 and exceed aircraft and 
missile expenditures combined. 


Characteristics 


There are certain striking differ- 
ences between doing business with the 
government and doing commercial 
business. 


Scrutiny. It is a fact of life that 
government employees — elected, ap- 
pointed or Civil Service—are in Macy’s 
window. How they conduct the 
public’s business is subject to continual 
scrutiny, by the press and by Congress 
and by well-wishers of all kinds. So 
inevitably there is a tendency toward 
building a record of justification, in 
the unhappy event that somebody later 
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wishes to criticize. It is also char- 
acteristic of government to have eval- 
uators evaluating evaluators. These 
activities try your patience, but they 
are a part of our political system. 
Allow plenty of file space in your 
office, for while the contract itself may 
be forty pages, amendments as to 
changes in terms, prices, production 
and delivery can fill a whole file drawer. 
Lawyers and contract negotiators are 
necessities. 


Investigation and survey. In a very 
real sense the government does not 
trust its suppliers as commercial cus- 
tomers do. They even suspect your 
proposal or bid and there is a recent 
requirement for a certification that 
your cost data and the formula used 
in making your proposal are honest 
and factual, and that you have em- 
ployed no commission agent. Manage- 
ment must sign this. Once a contract 
is let, the investigation begins, where- 
as a commercial customer expects the 
supplier to perform properly and to 
make good his mistakes, if any. Your 
facilities will likely be investigated be- 
fore you get the contract—your past 
record will certainly be re-evaluated. 
You will have supervision or investiga- 
tion during the contract by contract 
people, quality personnel, purchase 
analysis people, small business repre- 
sentatives, and eventually contract 
auditors and the General Accounting 
Office. 


A fluid situation. Perhaps it is be- 
cause of the tempo of government and 
a tendency toward perfectionism that 
in government business one never 
seems to be dealing with really frozen 
designs and specifications. Of course 
rapid changes in technology and pio- 


neering new military concepts play an 
important part. The civilian customer, 
on the other hand, decides what is good 
for the particular run and kicks it 
loose: he will make his changes in the 
next model. In government contract- 
ing, one must be organized to promptly 
and effectively meet the changes in 
design and specification in every de- 
partment of his business. 


Political pressures. These are fre- 
quently considerable. Occasionally a 
powerful political figure will endeavor 
to help a local industry with its com- 
mercial opportunities; but this is sel- 
dom compared to the interest political 
people take in who gets what in gov- 
ernment business, and under what 
conditions. Competitive contracts are 
decided on qualification and price, but 
negotiated contracts are usually evalu- 
ated on management, technical merit 
and appraisal, quality, logistics, pre- 
sentation, and price. It is here that 
political pressures may have influence 
in such matters as small-business phi- 
losophies, favored states, and de- 
pressed-area problems. 


Cost disallowances. This whole area 
in doing business with the government 
is a sobering subject. Few people 
realize that many obligations of the 
corporation in its discharge of its 
social and corporate responsibilities— 
Community Chests, aids to education, 
even forms of advertising—are dis- 
allowed as a cost factor in government 
contracts. We are now operating un- 
der a new regulation limiting the 
amount of forward research and de- 
velopment allowed as cost. Even 
though this research is intended to 
improve the present product, its cost 
may not be included in the engineering 
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operating overhead charged to govern- 
ment contracts. This fact has many 
contractors studying just how much 
research, development, and product 
improvement expense they can absorb 
against profit. Most discouraging to 
contractors is the regulation that the 
interest paid on bank loans entered into 
to finance all phases of one’s business 
is disallowed as an item of cost. For 
a company like Bendix with $55 mil- 
lion of borrowings, an interest bill of 
$2.5 million a year is quite a cost dis- 
allowance. 


Profit negotiation and renegotiation. 
Of diabolic importance is the difference 
between the two kinds of business 
when it comes to averaging profitable 
and loss contracts. In the civilian 
area, the company is accustomed to 
make up on potatoes what it loses on 
peas. This is difficult, if not impos- 
sible, in dealing with the government. 
Misfortunes which turn a promising 
government contract into a costly loss 
must be swallowed as such, and may 
not be recouped by higher profits on 
other contracts or by spreading this 
loss against future costs. However, in 
renegotiation of a military contractor’s 
overall profits, the total business with 
the government is considered. Many 
in industry generally feel that rene- 
gotiation is no longer necessary or 
sound. They feel that after a contrac- 
tor has been through a price and profit 
negotiation in taking the contract, has 
had this same contract subject to cost 
and profit review during its completion, 
has sometimes been rewarded or penal- 
ized by incentive contract clauses and 
has finally paid his normal 52 percent 
profits tax, further attempts to attack 
his profit by a special government 
agency are just too much. Decisions 
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by the Renegotiation Board are fre- 
quently possible only two or three 
years after the management has closed 
its books for the year and reported to 
its stockholders. 


Accounting systems and problems. 
In doing business with the government, 
the area of accounting, including book- 
keeping, cost records, estimating and 
auditing are as important as the con- 
tract accomplishment itself — some- 
times more so. Accounting procedures 
and policies must be approved ones, 
certainly in all cases other than 
straight fixed-price competitive con- 
tracts. Cost estimates in great detail 
and even anticipated profit must ac- 
company all negotiated and cost-plus- 
fixed-fee (called CPFF) bids. You 
must be prepared to explain and argue 
every price detail, with the support of 
experience figures, before the contract 
is signed. You must have an ap- 
proved purchase procedure, an ex- 
planation for each item you make or 
buy (whether it should be made or 
purchased), and a constantly available 
cost record for audit and analysis as 
the contract proceeds. On cost-plus- 
fixed-fee contracts, you will probably 
be paid 80 percent of the contract as it 
is progressively shipped or finished, 
and the remaining 20 percent only 
when you have satisfactorily fulfilled 
all the terms of the contract—perhaps 
many months later. Your accounting 
system is the key to your economic 
survival. 


Ambition and inexperience. Of real 
importance, too, is the degree to which 
government business is affected by 


’ both the ambitious and the inexperi- 


enced seeker for contracts. It is not 
unusual for companies to bid govern- 
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ment contracts on a basis which they 
fear will mean little profit and some- 
times even a loss. Why do they do this 
in government business? First, be- 
cause of the rigidity of the accepted 
doctrine that the government must 
take the low bid and the great pressure 
this puts on a once-only sealed bid 
procedure. Secondly, because many 
hope that contract technical changes 
may later arise resulting in a new ne- 
gotiation that can somehow improve 
the situation or that there may be a 
new repeat bid later, on which they 
might develop a profit after gaining 
experience on the first contract. The 
inexperienced bidder situation fre- 
quently arises because he does not 
realize the requirements, has not really 
studied the specifications, or under- 
rates the precision or the testing re- 
quired. 


THE ADVANTAGES OF 
GOVERNMENT BUSINESS 


After this recital, it may seem re- 
markable that we at Bendix and hun- 
dreds of others enjoy doing business 
with the government. There are many 
reasons, some of which I shall discuss. 


Maintaining the Defense Team 


I believe that corporations and their 
people are just as patriotic as private 
citizens. They feel a sense of respon- 
sibility to make our government pro- 
grams succeed, to keep our country 
strong for its preservation for future 
generations. While many firms dis- 
continued government business after 
their contribution to World War II, 
large numbers maintained their inter- 
est and even dedication to it because 
they felt it to be not only good for 


them, but likewise necessary that the 
industry-government defense team be 
maintained. 


The Challenge of the Unknown 


You are certainly on the frontier of 
technology when you are dealing with 
the government in this day and age. 
The whole missile and space area is at 
any given moment right on the rim of 
the unknown, so that corporations re- 
ceive the stimulation they very much 
need by being active in this field. 
Where else would one be challenged by 
such a tremendous advancing tech- 
nology as the changes from reciprocat- 
ing to jet engines and from aircraft to 
missiles? And in the field of elec- 
tronics, I recognize that it was the 
demands of the missile and now the 
space trend that have created the 
necessity for miniaturization and now 
sub-subminiaturization with all its ac- 
complishments. 


Profit 


I would add a very substantial rea- 
son: money and orders. It is obvious 
that a $40 billion budget means busi- 
ness—big business. 


Technical Contacts 


To an increasing degree, working 
with the government on government 
research and development brings the 
corporation into contact with scien- 
tists, engineers and thinkers who can 
accelerate the progress of the corpora- 
tion, and who would probably not be 
encountered in such great numbers if 
the company were not engaged in gov- 
ernment business. It is readily ap- 
parent that such business affects the 
character of your personnel and con- 
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stantly presses for greater and greater 
technical strength. 


New Methods 


Corporations that substantially en- 
gage in government projects find them- 
selves being indoctrinated into new 
methods of long term planning—of 
evaluation and analysis beyond the 
present. At present, we are challenged 
by a new production control or project 
control plan the Navy calls Pert, which 
has been effectively used in accelerat- 
ing and organizing the Polaris missile 
program. 


Commercial Potentials 


Another important reason for under- 
taking government research and de- 
velopment contracts, particularly, is 
that the goal is ever present—and 
often reached— of transmuting a gov- 
ernment undertaking into a profitable 
commercial product or product line. 
This has more often been true in the 
aircraft business itself by applying a 
military product experience to one with 
commercial aviation potential — even 
complete aircraft. Certainly many 
electronic miniaturization develop- 
ments of the missile age will have 
some application to commercial elec- 
tronics. It takes a spy glass that I 
would very much like to own to deter- 
mine what will be the case with space 
projects of the future. We have a 
most challenging R&D project for 
space communications called Advent. 
Will it become a commercial potential? 
Can it become a means of world com- 
munication and even TV transmission 
through multiple satellites? We don’t 
really know now, but we do have hopes 
and visions. 
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Two such commercial transitions we 
have experienced might be mentioned. 
We obtained a contract to produce 
weather radar for military aircraft, 
and from it, a greatly modified unit 
was developed for commercial use and 
is today one of the important safety 
features of modern flight. It shows 
vividly to the pilot, on a cathode tube 
screen, turbulence, rain and hail 150 
miles ahead, and by turning to a 20- 
mile range, he can easily steer around 
most storms. Faster aircraft demand- 
ed better brakes. A ceramic-type lin- 
ing was developed to withstand the 
high heats which burned up any 
asbestos base material. It is now a 
substantial factor in the success we 
have had in increasing our commercial 
aircraft brake business. 


Foreign Trade Potentials 


Close contract relationship with our 
own government has its beneficial 
potentials in opening up opportunities 
with the defense and even commercial 
programs of other countries, by li- 
censes there, by export of items pro- 
duced here for aircraft and weapon 
systems used abroad, and by manufac- 
ture in foreign countries, as we are al- 
ready doing in France and Germany. 
It opens up horizons, competence, and 
associations that otherwise might not 
exist. 


DECISIONS AND RISKS 


In the past, defense contractors have 
often been supported by government 
funds in obtaining large and costly 
facilities of both a production and re- 
search nature in order to permit them 
to carry out major contracts and proj- 
ects. It must be recognized that these 
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are generally of a character required 
only for such projects and they would 
not constitute a sound corporation in- 
vestment of its own funds. At the 
same time, most contractors have 
risked large investments of their own 
funds to supplement these government- 
owned facilities. In the last few years, 
the responsibility for facilities has be- 
come more and more that of the con- 
tractor, and the risks many are taking 
today are truly enormous. Let me cite 
a current case on my desk. 


We have several space projects at 
our Systems Division in Ann Arbor, 
and are bidding on more, including 
complete satellites. A space labora- 
tory capable of simulating the vacuum, 
heat, and cold conditions of outer space 
is needed if one hopes to be successful 
in this business. An original expendi- 
ture of $1.5 million is necessary— 
more will follow. Should we spend our 
funds for it? Will we obtain the con- 
tracts to support it? If we don’t, will 
we limit our space activities? Our 
answer at a recent Board of Directors’ 
meeting was to go ahead, but we recog- 
nize the high risk. 


The Weapon System 


The period from 1955 to 1960 has 
brought a new concept to military de- 
velopment and procurement, called the 
Weapon System. I believe it had its 
origin in the missile as a weapon sys- 
tem, but as aircraft have become more 
and more complex (the B-58 bomber 
is an instance), the philosophy applies 
here also. When one thinks about the 
problems of an unmanned missile, in- 
cluding the ground launching equip- 
ment, the special liquid fuel engines 
and their loading, the guidance over a 


5,000 mile trajectory, the terminal 
guidance and control, the tests which 
must be made to insure reliability of 
every circuit and part prior to count- 
down, and the special ground equip- 
ment required for checkout, the need 
for viewing it as a weapon system be- 
comes quite obvious. In the case of 
the B-58 bomber with its Mach 2 speed, 
the controls necessary at the time of 
breaking the sound barrier, the fire 
control equipment involved, and the 
fact that man cannot think and act 
fast enough to perform all the control 
functions required, all combine to 
create a similar need for a weapon 
system approach. 


Weapon system management is in 
some cases the responsibility of the 
contractor, and in others is handled by 
the military service involved. The 
weapon system concept and its larger 
potential and responsibility created 
problems for traditional components 
manufacturers, such as Bendix, Thomp- 
son Products, RCA, and most of the 
electronic companies. There was cer- 
tainly the risk for many of them that 
the successful weapon system contrac- 
tor would tend to do more of the re- 
search and development himself and 
integrate components into his own 
business to the maximum extent pos- 
sible. Many aircraft companies or- 
ganized electronic divisions. The com- 
ponent and electronic manufacturers 
were faced with the question: should 
they become bidders for complete mis- 
sile or weapon systems and compete 
with those who had been their cus- 
tomers, or should they remain sup- 
pliers? There was some feeling in 
certain areas of the military that elec- 
tronic manufacturers might be the 
most logical prime missile contractors, 
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due to the fact that many of the mis- 
siles were more than 50 percent elec- 
tronic in character. <A _ similar 
situation existed among the power 
plant producers. Should the long time 
manufacturers of reciprocating and jet 
engines undertake the design, develop- 
ment and supply of liquid engines and 
solid propellant engines? In the case 
of Bendix, we had very early under- 
taken the development of one of the 
first missiles, the Bumblebee, but it 
was a difficult and challenging decision, 
which we made, to determine that we 
should continue as a missile contractor 
and vigorously compete for missile 
business. This situation has brought 
many changes from past tradition. 
Many new contractors have entered 
the defense business; new manufac- 
turers of liquid and solid propellant 
engines have been formed. The air- 
craft manufacturers who were former- 
ly customers have also become our 
suppliers; and for major weapon sys- 
tem bids, competing teams are fre- 
quently formed of an aircraft manu- 
facturer, several electronic manufac- 
turers, a ground launching equipment 
company, and others. So, today we 
find virtually everybody in everyone 
else’s business when it comes to com- 
peting for defense contracts, although 
a substantial amount of specialization 
still remains. 


Reliability 


An element of this great change 
which warrants special mention is the 
increased requirement for electronics 
in the modern weapon system and its 
potential for weight reduction, auto- 
maticity, miniaturization, increased 
reliability and meeting new environ- 
mental requirements. 
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Reliability in particular is an out- 
standing requirement of this missile 
and space age. With a missile or space 
vehicle that may contain 15,000 elec- 
tronic parts and cost $500,000, the 
failure of just one little $1 resistor can 
mean the loss of the whole missile. 
How to insure the satisfactory per- 
formance of each of these parts under 
the severe conditions of a launching 
operation and the environment of flight 
and space has been and still is one of 
our great challenges. 


Precision 


Another requirement of this advanc- 
ing technology and automatic control 
is that of the precision and finish of 
mechanical parts, such as those mak- 
ing up gyro mechanisms and hydraulic 
valves, pumps and controls. It is now 
necessary to measure many parts to an 
accuracy of one millionth of an inch. 
At its Sheffield division, Bendix spe- 
cializes in producing intricate gage 
and measurement equipment, and it is 
now possible to produce parts to ac- 
tually make measurements of a mil- 
lionth of an inch. Important to 
measurement of intricate parts is also 
the cleaning of them, and here the new 
science of ultrasonics has been put to 
work in a major way by utilizing 
ultrasonic cleaning and washing ma- 
chines such as one produced by our 
Pioneer-Central Division. 


Bidding Problems 


Major systems and sub-systems have 
presented new problems and challenges 
to the bidder. Let me briefly cover 
what he does. If he qualifies as a 
potential bidder, he is invited to a 
briefing by the military, where per- 
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haps five to ten of his people will go for 
one to two days. He then may have a 
month to study the requirements and 
specifications, to formulate his solu- 
tions, and prepare a bid. The bid has 
to be printed because sometimes as 
many as 80 copies are needed for the 
military. These bids frequently in- 
volve several books, one perhaps deal- 
ing with a management presentation, 
another a technical submission, a third 
the pricing, a fourth a plan on how 
reliability is to be assured, and perhaps 
others. After this bid is presented on 
its due date, a long evaluation is under- 
taken by the military. The contractor 
tries to make certain that his bid is 
properly understood and that every- 
thing possible is done to create a 
favorable reception and win the award. 
Such a program may take the best 
technical talent a contractor has, for 
a period of six to ten weeks. You can 
imagine how this can affect other work. 
Management is frequently involved 
right up to the president. There may 
be as many as 30 competing contrac- 
tors, each one spending from $50,000 
to as high as $250,000, on some of the 
more complicated bids, with no certain 
recovery of this expenditure whether 
he wins or loses. Of course, if he wins, 
he would hope that the profit on the 
contract would more than compensate 
for his effort; but if he loses, he just 
has to try harder for the next one. 


On some of the research and develop- 
ment bids, a contractor is willing to bid 
a price well below his cost, because he 
feels he may benefit by having won the 
research and development contract, or 
that it may lead to a more favorable 
later contract. I remember one case 
where we were bidding on a new radio 
device, this having been a major prod- 


uct with us. Our bid for the research 
and development contract was $300,000, 
but we estimated the cost at $500,000. 
A competing contractor was so anxious 
to engage in this business that he bid 
$1 and won the award. I can recall 
another case where we were bidding a 
production contract for 40,000 radio- 
sondes—electronic airborne radio sets 
used in weather forecasting. We won 
the bid by one-half a cent difference in 
price on an approximately $18 article. 
It is easy to imagine the problems that 
arise when a bidder does not fully 
evaluate the specifications or under- 
rates the engineering or manufactur- 
ing problems involved in fulfilling the 
contract. 


COST REDUCTION 


I would overlook a major activity in 
current government contracting if I 
did not refer to the intensive drive and 
the joint effort of the military services 
and contractors to reduce costs and 
obtain more for the defense dollar. 
General Mark Bradley of the Air 
Force will soon report to Congress on 
the results of recent cost reduction 
campaigns, which will show cost sav- 
ings of over $500 million. These result 
from many activities, including better 
administered and more competitive 
buying. Incidentally, our Bendix pur- 
chase people try to get a minimum of 
three bids on every procurement. 
Value engineering is a new and widely 
used tool. It works like this. A group 
of engineering and factory personnel, 
including methods and procurement 
people, form a team to critically review 
each part of an assembly and ponder 
questions such as: must it have these 
machine tolerances? Can it be made 
of less costly material? Can the spe- 
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cification be altered for cost? Can a 
similar part already in production be 
used? Can the process of manufacture 
be more automatic? And they even 
say to each other, “Is the part neces- 
sary at all?” 


Other Value Engineering Programs 


The Navy and Army are carrying on 
similar programs. On one Navy-type 
gyro, one of our divisions had a recent 
outstanding example of what value en- 
gineering can do. A team of six people 
—three who knew gyros and three who 
didn’t—spent parts of days for two 
weeks on such a cost reduction pro- 
gram. The result: A change in design 
and simplification that lowered the 
price from $2,200 to $1,600. 


Electronics Applied to Manufacturing 


A new development using electronics 
and computers applied to machine 
tools, called numerical tape control, has 
tremendous potential in reducing man- 
ufacturing costs and is being acceler- 
ated by the Air Force support in buy- 
ing new machine tools so equipped. 
Our company has been active since 
1950 in developing this type of equip- 
ment. 

By using a computer mechanism, the 
design called for by the blueprint is put 
on a tape. The tape is played back 
through a computer mechanism to ac- 
tuate the cutters on the machine auto- 
matically, and the part is produced 
more easily, simply, and cheaply, and 
with much less costly tooling. 


THE HUMAN FACTORS 


The rapidly changing technology has 
had its effect on people, as well as on 
contracts and facilities. The need for 
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people trained in such fields as elec- 
tronics, miniaturization, and solid state 
physics, rather than mechanics and 
simple hydraulics, is a major change. 
This has challenged the capabilities of 
engineers in particular, and not infre- 
quently business finds itself with excel- 
lent mechanically trained engineers at 
the height of their career, but not 
trained for the new technology. We 
are trying to improve this situation by 
educational assistance programs and 
by stimulating our older technical per- 
sonnel to undertake advanced courses. 
On top of this existing situation are 
the new frontiers of space with its de- 
mands for still newer technologies, 
concepts, and solutions, even involving 
whole new areas of human factor 
problems, such as faced by the astro- 
nauts of the Mercury project. 


Security 


In military contracting, security con- 
trol is essential, covering such matters 
as protection of classified information, 
controlled access to factory operations, 
and limits on publicity. You may hire 
a man for a job, but you cannot put 
him to work on it until he is properly 
cleared by our FBI or by military in- 
vestigation; it may take four to eight 
weeks. The question is, what do you 
do with him meanwhile? I recently 
finished our annual report for 1960, but 
it was necessary to delay printing for 
almost two weeks while proper parties 
in the Army, Navy and Air Force re- 
viewed it for any possible security 
error. Training your people in habits 
of security outside the office is a con- 
stant challenge. One phase of our mili- 
tary work deals with maintenance or 
support contracts where we have 
trained engineers and service people 
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stationed all over the world, some 1,300 
of them, generally located at military 
spots and responsible for seeing that 
our radars at Thule or our communi- 
cations on bombers in Japan are con- 
stantly in working order. The same 
applies to our manning of three satel- 
lite tracking systems, each with track- 
ing and communication stations around 
the world. These are called Minitrack, 
Spasur and Mercury. 

Let me tell you of a recent security 
situation here. One of our Mercury 
men was assigned to Australia. As he 
got off the plane, the press besieged 
him with questions about the Mercury 
project, and what he was doing. The 
next morning we were startled to read 
in most United States papers a dis- 
patch from Australia about a Bendix 
scientist who told this and that about 
our “man in space” program. Of 
course, our executives were on the pan 
quickly. After days of burning wires 
and cables, the man’s supported state- 
ment that he didn’t say such things 
altered the case and relieved the secur- 
ity pressure, but it was a bad few days. 


REGULATIONS 


Anyone in management who is deal- 
ing with the government must be pre- 
pared today to familiarize himself with 
a great volume of procurement regu- 
lations. The basic Department of De- 
fense document is called ASPR, or 
Armed Services Procurement Regula- 
tions. ASPR, the bible in contracting 
work, consists of 17 detailed sections 
covering the regulations on procure- 
ment by formal advertising versus pro- 
curement by negotiation, contract 
clauses, termination of contracts, tax- 
es, and numerous other matters. In 
addition, it is implemented by separate 


procurement procedure manuals issued 
by the Army, Navy, and Air Force. 
Such agencies as the Atomic Energy 
Commission and the National Aero- 
nautics and Space Administration also 
have their own procurement manuals. 
Failure to comply with any of these 
regulations because of ignorance can 
be very costly to a contractor and em- 
barrassing to the management people 
responsible. 

Many of these regulations are incor- 
porated in prime contracts and then in 
turn are incorporated by reference in 
purchase orders issued to suppliers all 
the way down the contractual chain. 

The clerical effort required to dis- 
seminate the applicable regulations and 
their modifications to all affected in 
their own areas of responsibility is in 
itself a tremendous job. It must always 
be remembered that these regulations 
are constantly being supplemented and 
amended by important revisions. Man- 
agement must necessarily be prepared 
to devote a great deal of time to the 
study of applicable regulations and to 
insure compliance at all levels of its 
operations. 


Patents and Proprietary Rights 


Another subject requiring constant 
attention by management has to do 
with the regulations relative to pat- 
ents, proprietary rights and technical 
data. This field embraces regulations 
as to what are “proprietary data,” the 
distinctions between proprietary and 
non-proprietary data, regulations as to 
reproduction rights, protection of tech- 
nical data, and a number of complicated 
rules with respect to “limited rights” 
and “unlimited rights” in data. Since 
the life blood of a company today may 
depend upon its proprietary rights 
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position, I do not have to stress the 
vital importance to management of 
knowing exactly where the contractor 
stands with respect to proprietary 
rights. 


IN PERSPECTIVE 


A few words in conclusion. As one 
looks back over these fifteen years and 
particularly the last five years, and 
even forecasts that the rate of change 
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will only be maintained and not further 
accelerated, it is almost impossible to 
envision the effect on our lives and our 
small world. It is my opinion that gov- 
ernment will play a more important 
role in technology, the conquest of 
space, world, and even planetary com- 
munications and transportation. Know- 
ing how to do business effectively, 
successfully and profitably with gov- 
ernment can be not only a great 
challenge, but a great opportunity. 





; oO Call lind Knowledge ee 


It is indeed one of the peculiar and great undertakings of the age, to communi- 
cate scientific knowledge to the whole intelligent portion of the mass of society. 
The energies of the social world, aroused, as they never were before, to the work 
of the general improvement, are now directed particularly to this object... . 
The noble project of bringing down high philosophy and holy science to the mass 
of the people, has been reserved for this age. It is a novel enterprise among 
mankind. It is an unwritten page in the history of the world. It is a project, we 
do not think it too much to say, which never before entered into the conceptions 
of men; for it is an attempt to pluck from the sun, in the highest heaven of 
philosophy, the Promethean fire, to burn on the common hearthstone in the 
humblest abodes of mortals. 

The error of past ages has been, to accumulate power, wealth, learning and 
even religious responsibilities and trusts, in a few hands. Monopolies have not 
been confined to property; they have extended to knowledge too. ... The paths 
of the scholar have led far away from the beaten track of common life. ... But 
it is the strong tendency of all liberal thought and feeling, at this day, to bring 
every human acquisition to a practical account: ... to call down knowledge, from 
its proud and inaccessible heights, to be the companion and cheerer of the lowliest 
toil and the humblest fireside. Diffusion is the watchword of the age, and unless 
the spread of intelligence keeps pace with that of power, of wealth, and of 
religious liberty, it will become the motto of universal disappointment and defeat. 


“Diffusion of Knowledge,” North American Review, LXVII 
(April 1830), 293-313. Abridged. 
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U.S. Business Ventures in 


The Netherlands 


Europe has experienced a major post 
World War II surge in economic devel- 
opment. Since 1948, the industrial pro- 
duction of Europe west of the Iron 
Curtain increased from a little more 
than 50 percent that of the United 
States to 75 percent in 1957.1! Various 
United States aid programs, especially 
the Marshall Plan, totaling more than 
$50 billion in the postwar period, have 
been an important stimulus to this 
growth. Direct investment (new cap- 
ital and reinvested profits) by United 
States private industry has been small 
in comparison, reaching a little over $5 
billion at the beginning of 1960, but 
it is rapidly gaining momentum. Most 
of the American investment had pre- 
viously been in the United Kingdom, 
but since the formation of the Common 
Market (West Germany, France, Italy, 
and Benelux) in January 1958, a great- 
er proportion is flowing into these coun- 
tries (Table 1). A total of about $2.2 


« Their nature 
¢ Their extent 
- Their prospects 


billion or 40 percent of the United 
States capital has been invested in the 
Common Market countries since 1948. 

The regional economic and trade 
groupings of nations, such as the Com- 
mon Market, has markedly increased 
the interest of the American business- 
man in European ventures. The lower 
labor costs in most European countries 
and the large mass market created by 
the Common Market offer advantages 
to United States industry. Modern 
technological development, the amount 
or speed of capital investment, and the 
larger postwar purchasing power of 
the average European, especially for 
consumer goods, have had a real im- 
pact upon the rapidity of European in- 
dustrial growth. In order to compete 
in this important market, many United 
States concerns feel they must set up 
operations within the Common Market 
countries. They will then be able to 
take advantage of expected benefits 
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TABLE 1 
NEW U. S. OPERATIONS IN WESTERN EUROPE, 1958-60 
(In millions of dollars) 
Nether- West 
lands Belgium France Germany Italy U. K. Other Total 
Manufacturing 
Machinery and 
metalworking 31 35 63 55 56 47 26 313 
Chemicals and 
drugs 20 23 21 10 22 10 9 115 
Other manufac. 
turing 11 13 17 21 12 11 8 93 
Petroleum 2 3 10 1 10 -= 2 28 
Services 5 3 4 9 7 1 6 41 
Total (including 
services) 69 17 115 96 107 15 51 590 





SOURCE: Report on Western Europe, No. 10, Oct.-Nov., 1960, The Chase Manhattan Bank. 


such as the lowering of tariffs between 
the member countries and the equali- 
zation of tariff against outside prod- 
ucts. They will be subject to the same 
laws as local companies and in general 
profit from producing on the spot in 
Europe. 


Importance of the Common Market 


The six Common Market countries 
contain 170 million inhabitants in all, 
85 million of them active working peo- 
ple. They produce 60 million tons of 
steel, 230 million tons of coal, 46 mil- 
lion tons of grain and many other raw 
materials and manufactured goods. 
Their gross national product is about 
$210 billion and they possess a com- 
bined purchasing power equivalent to 
half that of the United States. The 
Common Market, with its economic and 
political implications, undoubtedly will 
have a major impact on the economic 
geography of Europe. Such major in- 
dustrial concentrations as the Ruhr, 
northern France, the Po Valley and 


Benelux give every indication of con- 
tinued economic growth. They are con- 
nected by well developed water and 
land transportation systems. About a 
third of the trade of the Common Mar- 
ket area is with member countries. 
The Netherlands has been selected as 
a case study to illustrate the nature, 
distribution, and significance of United 
States investment in a European coun- 
try. Within a radius of 200 miles from 
the Netherlands, the heart of the eco- 
nomic core region of Europe including 
southeastern England, is found nearly 
three-fourths of Europe’s manufactur- 
ing and commerce. 


Holland in the European Economy 


The Dutch lack many of the natural 
resources for industrialization within 
their own country. The independence 
of Indonesia has cut off the flow of raw 
materials to Holland from this source. 
Minerals produced are coal (12 million 
tons or nearly half of their needs), 1 
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million tons of crude petroleum (about 
a third of domestic consumption), and 
585,000 tons of salt annually (much 
of it for export). The products of in- 
tensive agriculture and horticulture 
are processed largely for export. The 
leading industries include shipbuilding, 
metal refining, textiles, chemicals, and 
leather goods. The industrial produc- 
tion growth has averaged over 7 per- 
cent per year during the 1951-59 pe- 
riod. This industrialization has helped 
solve the problem of the most rapidly 
growing population in Western Europe. 
Capital is vital to such a developing 
economy not only for industry but also 
for land reclamation, port expansion, 
and development of transportation fa- 
cilities. Foreign capital is welcomed. 


The Dutch have been traditionally 
heavily dependent upon agriculture, 
transportation, and commerce to sup- 
port their economy, but manufacturing 
(industrialization) has been rapidly in- 
creasing. About 33 percent of the labor 
force was employed in industry (manu- 
facturing, mining, and construction) 
in 1947 and 42 percent in 1958. Those 
employed in commerce, transport, and 
banking increased from 24 to 33 per- 
cent in the same period, while those in 
agriculture decreased from 20 to 12 
percent. The Netherlands has a popu- 
lation of 11.4 million, a labor force of 
4.5 million, and the highest average 
population density in Europe, 885 peo- 
ple per square mile. There are vast 
differences in this small country be- 
tween the urban, densely populated, 
industrial and commercial west coast, 
the productive agricultural interior, 
and the unproductive sandy heaths 
towards the east. The three cities of 
Amsterdam, Rotterdam, and The 
Hague contain a large proportion of 
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the population and the economic activ- 
ity of the country. 

The Netherlands is centrally located 
at the hub of the major industrial and 
commercial region of Western Europe. 
Its position on the North Sea at the 
mouth of the Rhine gives it easy access 
to the productive West German hinter- 
lands as well as tidewater transporta- 
tion to all parts of the world. The 
Dutch have a merchant marine of 
4.7 million tons, ranking 7th in the 
world, and own a large percentage of 
the barges on the Rhine. The country’s 
location and the ingenuity, skill, and 
commercial know-how of its people 
have been their major strengths in the 
European economic scene. 


U.S. INDUSTRY IN HOLLAND 


The reasons for the importance of 
Holland in Europe are also attractions 
for U. S. investment. Among them are 
a rapid industrialization, skilled labor, 
low wage rates (the lowest in the Com- 
mon: Market nations), excellent trans- 
portation facilities, a developing mar- 
ket in both the Netherlands and the 
Common Market, and a desirable in- 
vestment climate. Concessions are 
given, such as tax-free accelerated de- 
preciation on 14 of the original invest- 
ment and a 4 percent yearly deduction 
on added buildings and equipment.’ 
One factory in the Netherlands can 
now serve the whole Common Market 
area, as the tariff regulations will be 
the same whether the firm is in Italy 
or the Netherlands. The United States 
investment of $20 per capita in Holland 
was the highest in Europe in 1958 with 
the exception of the United Kingdom. 
About 70 new American operations 
were begun in Holland between 1958 
and 1960, and the investment now to- 
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TABLE 2 


AMERICAN OR RELATED DUTCH FIRMS IN THE NETHERLANDS, BY NUMBER 
AND TYPE (ACCORDING TO U. S. STANDARD INDUSTRIAL CLASSIFICATION) 








No. of Major Total Percent of 

Groups No. Total 

Manufacuring 17 169 61.8 
Services 3 39 14.2 
Imports and/or Exports — 31 11.3 
Retail and Wholesale Sales i 20 1.3 
Mining 2 8 2.9 
Transportation, Communication, etc. 3 5 1.8 
Finance, Insurance, etc. 2 2 7 
Total oT 274 100.0 





SOURCE: American Branch Offices, Subsidiaries, Affiliates and Licensees in the Netherlands, February 1959, and 


Supplement, March 1960, U. S. Embassy, The Hague. 


tals about $325 million (Table 2). 
These investments include branch of- 
fices, subsidiaries, sub - subsidiaries, 
joint companies, affiliates, and licen- 
sees.2 Of the 274 American or related 
Dutch firms operating in the Nether- 
lands in 1960, 17 were branch offices, 
153 subsidiaries, 4 sub-subsidiaries, 10 
joint companies, 20 affiliates, and 60 
licensees. 


Location of Home Offices 


The home offices of the firms with 
business connections in the Nether- 
lands show a striking correlation with 
the industrial regions of the United 
States. The industrial northeast dom- 
inates, with 77 of the companies head- 
quartered in New York City alone. 
There is a scattering through the 
plains states, and 18 companies are 
found in San Francisco and Los An- 
geles. The Pacific Northwest, the 
mountain states, and the Southeast are 
almost devoid of representation. 


Distribution of U. S. Ventures 


About half of the American invest- 
ment is in oil refining and distribution 


facilities, but a variety of manufac- 
turing enterprises are represented in 
the total number of 274 ventures 
(Table 2). The space for building oil 
refineries was available in Rotterdam, 
which has excellent shipping connec- 
tions for obtaining the petroleum as 
well as an ideal location for barge 
trade in distributing the refined prod- 
ucts by canal and the Rhine River. 
In addition, the Dutch produce signifi- 
cant amounts of petroleum. Of the 169 
firms involved in manufacturing, ma- 
chinery with 46 and chemicals (in- 
cluding oil refining by-products) with 
39 are dominant. Of the new opera- 
tions begun in 1958-60, 29 were in 
metalworking (13 in machinery), 12 
in chemicals and drugs, 2 in petroleum, 
and 10 in other diverse types. 

The three major metropolitan re- 
gions of Amsterdam (81 firms), The 
Hague (51 firms) and Rotterdam (33) 
firms) contain 60 percent of the total 
number of firms (see map). These 
three cities dominate the industrial 
and commercial development of the 
country and the attraction of U. S. 
investment to them is logical. The 
Hague leads Rotterdam in the number 
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DISTRIBUTION OF AMERICAN OR RELATED DUTCH FIRMS 
IN THE NETHERLANDS 
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of firms, even though the latter is a 
larger and more important industrial 
and commercial city, primarily because 
many firms wish to be located in or 
near the capital city. The oil com- 
panies, for instance, have headquarters 
in The Hague, but the refining and 
storage is practically all in Rotterdam 
and vicinity. Diversity of types of 
U. S. ventures are found in all three 
of the major cities. In the remainder 
of the Netherlands manufacturing 
firms dominate and are scattered in 
south and east portions of the country, 
while only four are found in the north. 


The largest city, Amsterdam and 
environs, with 872,000 inhabitants, 
contains about one-third of the Amer- 
ican related firms. Almost half are 
involved in diversified manufacturing, 
followed in importance by services of 
various kinds, imports and exports, 
and sales companies. In The Hague, 
one-third of the enterprises are in- 
volved in manufacturing, another third 
in services, and 16 percent in mining, 
mostly petroleum firms. Manufactur- 
ing is also most important in Rotter- 
dam with 45 percent of the firms, im- 
ports and exports are second with 21 
percent, services and transportation 
and communication are in third place 
with 12 percent each, followed by sales 
with 6 percent. 


Rotterdam has the best location for 
ease of contact, with Common Market 
countries via canals, the Rhine and 
land transportation, and with the rest 
of the world by sea. It has attracted 
such industries as oil refining and 
storage, chemicals, and others which 
can make use of the excellent harbor 
facilities built since World War II. 
The new Rotterdam harbor being built 
near the mouth of the Maas River, 
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called Europoort, is intended to serve 
all of Common Market Europe and is 
being developed for heavy industry 
and coal and oil storage. Europoort 
undoubtedly will attract additional 
U.S. capital. The Hague and Amster- 
dam both have capital city functions. 
Amsterdam is located on the Ijessel 
Meer but connected to ocean trade by 
the North Sea Canal and to interior 
trade by the Amsterdam-Rhine Canal 
and land transportation. The three 
cities have the bulk of the established 
Dutch industry and are the main mar- 
ket and skilled labor centers of the 
country. 


The pattern of concentration in the 
west to take advantage of locational, 
transportational, labor, market and 
other advantages, also represents a 
problem. The Dutch would like to 
relieve the congestion of further devel- 
opment of these areas by attracting 
more industry in the interior and east. 
Labor shortages, especially of certain 
skills, exist in the urbanized west, 
and new plant sites are scarce and 
high in cost. 

Low cost agricultural labor which 
can be attracted to industry does exist 
in areas other than the urban west. 
Concessions are being made to attract 
industry to locations other than the 
major cities in order to help develop 
and broaden the base of the economy 
throughout the country. These incen- 
tives for the eastern and northern 
regions include direct subsidies of up 
to one-eighth of the construction costs 
and half of the land costs. Well de- 
veloped national and regional plans 
can facilitate such dispersion but there 
is a natural reluctance on the part of 
both Dutch and American firms to 
locate outside the established concen- 
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trated industrial and commercial re- 
gions. Nevertheless, there are 50 of 
our firms currently operating in south- 
ern, eastern, and northern Nether- 
lands. All but two of them are en- 
gaged in manufacturing and depend 
largely on land transportation for 
movement of raw materials and fin- 
ished products. 


TRENDS 


The impact of United States capital, 
personnel, technology and ideas is be- 
ing increasingly felt in many parts of 
the world, but especially in Europe. 
Direct investment in Europe, however, 
represents less than one percent of 
the value of American domestic plant 
and equipment. Our European in- 
vestment increased 20 percent in 1960 
and plans indicate a similar increase 
for 1961. Only about a fifth of the 
funds came directly from the United 
States. 

The Common Market organization 
is largely responsible for increasing 
the proportional amount of U. S. in- 
vestment in continental countries as 
contrasted to former concentrations in 
the United Kingdom. The rapid in- 
crease in the Netherlands is a good 
example of this changing pattern of 
U. S. investment in Europe. More 
firms will feel the need to be inside 
the Common Market in order for their 
products to compete in this important 
market. Dutch efforts to attract 
United States capital, as well as loca- 


tional and other advantages, will stand 
them in good stead to capture more 
future American investments. The less 
industrialized areas of the Netherlands 
outside of the urban west with their 
available land and labor, lower costs 
and higher subsidies should prove to 
be attractions as should depressed 
areas which urgently need revitaliza- 
tion and are thus receptive to new 
capital. 

In Holland, as in western Europe in 
general, the economy has been boom- 
ing, stimulated by both foreign and 
private capital. Industrial and other 
aspects of the economic geography 
have been undergoing rapid changes. 
The healthy business conditions of 
western Europe represent a valuable 
pillar of strength to supplement the 
United States in maintaining the eco- 
nomic and political well-being of the 
western world. The part played by in- 
vestments by American private enter- 
prise has ramifications far beyond the 
profits to be gained by an individual 
company. The European’s image of our 
country is being formed as much or 
more by the American businessman as 
it is by our ambassadorial staffs. The 
rapid Americanization of postwar 
western Europe is in large part due to 
the impact of the U. S. businessman, 
his methods and his products. U. S. 
capital and technical know-how is being 
successfully combined with European 
commercial know-how and skilled la- 
bor. 
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Footnotes 


1. Burck, Gilbert, and Parket, Sanford S., 
“Europe’s New Age of Abundance,” Fortune, 
December 1957. 


2. Johnson, James N., “A Eurosite for 
American Business—a la Dutch Treat,” Amer- 
ican Bar Association Journal, XLVII, 1 
(January 1961), 78. 

3. These American-Dutch relationships are 
defined as follows: 

Branch office—a local office of an American 
firm having no independent financial or cor- 
porate status. 

Subsidiary—a Dutch firm established in- 
dependently under Dutch law whose capital 
stock is 50 percent or more controlled by an 
American firm. 


Sub-subsidiary—a _ subsidiary not estab- 


lished directly by the American parent com- 
pany, but by another subsidiary or affiliate 
of the latter. 


Joint company—a Dutch firm in which 
American and Dutch financial interests are 
evenly divided. 

Affiliate—a Dutch firm in which the capital 
interest of the participating American firm 
is less than 50 percent. 

Licensee—a Dutch firm which operates 
without American capital interests but which 
pays for American patent rights, production 
processes, or technical aid, on either a royalty, 
profit sharing or fixed cost basis. 

4. Report on Western Europe, No. 10, 
October-November, 1960, Economic Research 
Department, The Chase Manhattan Bank. 





God grant that not only the love of liberty, but a thorough knowledge of the 
rights of man, may pervade all the nations of the earth, so that a philosopher 
may set his foot anywhere on its surface, and say, “This is my country.” 


Benjamin Franklin, 1789 














MORDECHAI E. KREININ 


The Escape Clause Versus 


A Trade Adjustment Program 


Representatives of some 37 nations, 
the Contracting Parties to the General 
Agreement on Tariffs and Trade 
(GATT), have been meeting at Geneva 
for their sixth round of tariff negotia- 
tions since the end of World War II. 
The American delegation to that con- 
ference is authorized to offer conces- 
sions on some 2,500 import items. And 
for the first time in 15 years the dele- 
gation is vigorously seeking substantial 
concessions from foreign nations. 

Unlike the early postwar years, 
Western Europe today is no longer 
preoccupied with reconstruction prob- 
lems and is no longer plagued by bal- 
ance of payments difficulties.: Most 
countries on the continent have been 
able for some time now to dispense 
with their exchange control schemes, 
import quotas and other direct regu- 
lation of international trade. Indeed, 
it is the United States which today 
faces a balance of payments deficit. 


A dilemma in the reciprocal trade 
legislation of the United States 


Reduction of European tariffs against 
American exports thus looms increas- 
ingly important as a means of pro- 
moting exports. It becomes even more 
crucial when considered in light of 
the gradual adoption in Europe of 
regional integration schemes which 
will discriminate against American- 
made products. The extent of such 
discrimination can be minimized by 
mutual tariff concessions negotiated 
within the framework of GATT. 


AN AMERICAN DISADVANTAGE 


Yet, in spite of the potential gain 
from these negotiations, the American 
delegation approaches the bargaining 
table with an important disadvantage. 
The foreign negotiators are acutely 
aware of the fact that each American 
concession is subject to future with- 
drawal under the Escape Clause. That 
clause is a part of the Reciprocal 
Trade Agreement Act which provides 
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the legislative authority for our par- 
ticipation in GATT. It permits an 
American industry whose production 
is partly displaced by imports to apply 
for relief from such competition in 
the form of increased tariff. If the 
industry can prove to the Tariff Com- 
mission that it was seriously injured 
as a result of a tariff concession, the 
Commission would recommend to the 
President withdrawal of that conces- 
sion. Should the President, after 
weighing all factors in the case, accept 
the recommendation the concession is 
withdrawn and the mutual agreement 
with the foreign nation must be re- 
negotiated. The fact that the escape 
clause has been invoked very sparingly 
in the past several years does not in 
itself constitute substantial reassur- 
ance to foreign nations. A change in 
the composition of the Tariff Commis- 
sion which administers the clause and 
a reversal of the administration’s atti- 
tude towards trade liberalization might 
easily result in more frequent recourse 
to the clause. 


The Trade Agreements Program 


To the economist, the escape clause 
is clearly inconsistent with the general 
spirit of the reciprocal trade legisla- 
tion. He regards tariff reduction first 
and foremost as a means to improve 
economic efficiency through increased 
international specialization. A larger 
volume of trade is expected to drive 
domestic resources away from rela- 
tively inefficient import-competing in- 
dustries into industries in which we 
have competitive advantage. A similar 
process would take place abroad with 
the obvious result of increased effi- 
ciency all around. The escape clause 
is essentially a mechanism for pre- 
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venting such a shift of resources. By 
protecting industries from import com- 
petition it perpetuates allocative in- 
efficiency, and is therefore considered 
to be in direct conflict with what the 
act was set out to accomplish. On the 
one hand we reduce tariffs and admit 
larger imports. But the instant such 
imports begin to have the salutary 
effect of driving resources out of in- 
efficient uses, we call off the medicine. 
This view of the main purpose of 
our tariff reduction program is by no 
means universal. It is certainly not 
shared by many legislators and public 
officials. In these circles the program 
is regarded primarily as a means of 
expanding American exports and of 
strengthening the Western alliance. 
The Reciprocal Trade Agreements 
Act was originally proposed by the 
Roosevelt administration in 1934 as 
an anti-depression measure, designed 
to open up new export markets for 
American products. Our offer of tariff 
concessions on a reciprocal basis was 
not an end in itself. Rather, it was 
meant to constitute an inducement to 
foreigners to open their markets for 
our products. This view, while still 
widely held, has been superseded in 
the postwar period by a politically 
oriented objective. The program has 
come to be commonly regarded as a 
means of strengthening the economies 
of friendly nations through opening 
our markets to some of their products, 
as symbolized by the slogan “Trade 
not aid.”” The postwar dollar shortage 
contributed considerably to the im- 
portance of this objective. Most pro- 
ponents of the trade agreements pro- 
gram—be they administration officials 
or representatives of other public 
bodies and private interests—stressed 
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these two purposes when testifying 
before Congressional committees in 
support of extending the act. The 
economic end of attaining higher effi- 
ciency is usually given some lip service, 
but is not held in high regard. 

To these officials, there exists no 
real inconsistency between an exten- 
sive tariff reduction program on the 
one hand and the prevention of injury 
to domestic interests on the other. If 
our aims are the opening of new ex- 
port markets and the cementing of the 
Western alliance—why not attain them 
at the least cost in terms of displace- 
ment of domestic production? 


The Randall Report 


This indeed has been the major 
trend in our reciprocal trade legisla- 
tion since the Randall Report of 1954. 
The Randall Commission, which was 
set up by the Eisenhower administra- 
tion to study the goals of our foreign 
economic policy, recommended con- 
tinuation of the trade agreements pro- 
gram with appropriate safeguards to 
domestic industry. The two extensions 
of the act during the past six years— 
a three-year extension in 1955 and a 
four-year one in 1958— contained lib- 
eral provisions for tariff reduction. 
But at the same time they strengthened 
considerably the protection to domestic 
interests against import competition. 


Avenues of Protection 


Three avenues of protection are open 
to domestic industries. First, under 
the peril point provision the Tariff 
Commission is required to investigate 
and determine, prior to any negotia- 
tions, the level below which the tariff 
rate on each product cannot be lowered 


without causing serious injury to a 
domestic industry. Our delegation is 
not authorized to offer concessions 
which would reduce rates below this 
level. First written into the act in 
1948, the provision was repealed in 
1949 and reinstated in 1951. The 
1958 extension amends the peril point 
provision by requiring immediate in- 
stitution of escape clause proceedings 
after peril point investigations dis- 
close that existing rates of duty threat- 
en or cause serious injury. 

Next, if after a concession is granted 
a domestic industry feels injured by 
import competition, it can apply for 
relief under the escape clause. As 
explained earlier, that may lead to 
withdrawal of the concession. The 
clause first appeared in the 1951 ex- 
tension of the act, although it had in 
fact been incorporated in trade agree- 
ments since 1943. The 1955 and 1958 
extensions of the act have strength- 
ened this clause in at least four ways. 
They permitted a narrow definition of 
industry for the purpose of escape 
clause investigations, thereby making 
it possible for a small segment of an 
industry to demonstrate injury even 
when the industry as a whole exper- 
iences prosperity and growth. Second, 
they enable domestic industries to base 
their claims for serious injury strictly 
on a decline in their share of the 
market even if absolute levels of pro- 
duction and employment are on the in- 
crease. Third, they increased consider- 
ably the level to which tariff rates can 
be raised in the event of serious injury. 
Finally, the 1958 extension introduced 
for the first time a breach in the 
President’s authority for final decision 
in escape clause cases by authorizing 
a two-thirds majority of both Houses 
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of Congress to override the President 
when he declines to accept a Tariff 
Commission recommendation. 

A final avenue of relief is the na- 
tional security clause. Administered 
by the Office of Defense and Civilian 
Mobilization, it permits withdrawal 
of concessions in cases where the af- 
fected domestic industry is essential 
to national security. 


Incompatibility 


The last two extensions of the act 
authorized tariff reduction of at least 
5 percent per year. But this reason- 
ably liberal authority was accompanied 
by strengthening the means of protec- 
tion available to domestic industry. 
From an economic point of view these 
provisions have never been mutually 
compatible. But in the very recent 
past the existing methods of protec- 
tion, and primarily the escape clause, 
have become incompatible with the 
main objectives of the act even for 
those who view the program strictly 
as a tool of foreign policy. The con- 
cessions granted by the United States 
during the past generation have more 
than halved the level of our tariff. 
The average rate on dutiable imports 
declined from 25 percent in 1934 to 12 
percent in 1957, a reduction which 
practically eliminated all the “excess 
protection” on American imports. It is 
no longer possible to grant many con- 
cessions without inflicting injury on 
domestic industries, by simply curtail- 
ing the amount of excess protection. 
Any further tariff cuts are almost cer- 
tain to displace some domestic produc- 
tion, especially in the highly protected 
labor-intensive industries in whose 
markets our European trading part- 
ners have particular interests. 
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Domestic Interests 


Regardless of its objective, any sig- 
nificant trade liberalization program 
in the coming decade is likely to be 
injurious to domestic interests. An 
effective and strictly enforced escape 
clause designed to prevent such injury 
could jeopardize the entire program. 
If tariff cuts are needed to strengthen 
the alliance or to expand American ex- 
ports they must be granted at a 
sacrifice of some American production. 
And in the process they will, in the 
long run, bring about the salutary 
economic effect of shifting domestic 
resources to more competitive indus- 
tries. Any means to prevent the in- 
roads of foreign products in the Amer- 
ican markets are in conflict with tariff 
liberalization. 

Given an adequate growth rate, the 
displaced resources will be able to 
shift to industries in which the United 
States enjoys comparative advantage. 
But this process takes time. In the 
short run a number of workers, em- 
ployers and communities will be hurt. 
And in a society which assumes some 
responsibility for the economic well- 
being of its members, such an impact 
of public policy cannot be overlooked. 


A SUBSTITUTE NEEDED 


Legislators and public officials who 
are interested in continuing the pro- 
gram are slowly recognizing the need 
to find an acceptable substitute for 
the escape clause. If most Americans 
stand to benefit from the increased 
efficiency resulting from trade liberal- 
ization, a way must be found to com- 
pensate those who would incur the 
short-run loss caused by displaced 
domestic production. The way most 
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commonly suggested is the one that 
has been advocated by economists and 
by such public interests as organized 
labor for quite some time now. Itisa 
trade adjustment program. 


A Trade Adjustment Program 


Instead of protecting import-com- 
peting industries by the escape clause, 
thus perpetuating inefficiency, why not 
promote their transfer to lines of 
production in which they can compete 
effectively? The government can fa- 
cilitate such movement of resources 
via a trade adjustment program de- 
signed to aid those who are injured 
by import competition. 

To employers the program would 
offer low interest loans, aid in research, 
market information, and other assist- 
ance in moving to new lines of produc- 
tion. To workers it would provide op- 
portunities for retraining, and offer 
to defray transport costs to new loca- 
tions whenever necessary. And to com- 
munities injured by import competi- 
tion it would offer any assistance 
necessary to diversify the industrial 
base and adjust to the new circum- 
stances. 

Empirical studies have indicated 
that the magnitude of the prospective 
short-run injury would be relatively 
small. It is very unlikely, for example, 
that any extensive round of tariff 
concessions would result in displace- 
ment of more than 20,000 workers—a 
very small number in a labor force of 
65 million. The program would there- 
fore not be very costly. 


Objectives 


Substituting a trade adjustment pro- 
gram for the escape clause would help 


attain both the economic and the 
poljtical objectives of the reciprocal 
tariff concessions. Specialization 
would be enhanced, our export markets 
expanded, and our allies strengthened 
through trade. 


It is because of these obvious merits 
of trade adjustment assistance that 
the proposed program is now receiving 
serious public attention. For the first 
time in the postwar period it has also 
entered the political arena. While the 
Republican platform still advocates the 
escape clause mechanism for protect- 
ing domestic industries from serious 
injury, its Democratic counterpart 
pledges support for trade adjustment 
assistance to replace or at least supple- 
ment the escape clause. Thus the 1960 
Republican platform states: 


Carrying forward, under the Trade Agree- 
ments Act, the policy of gradual selective— 
and truly reciprocal—reduction of unjustifi- 
able barriers to trade among free nations. 
We advocate effective administration of the 
Act’s escape clause and peril point provisions 
to safeguard American jobs and domestic 
industries against serious injury. 


The Democratic platform specifies: 


World trade is more than ever essential to 
world peace. In the tradition of Cordell Hull, 
we shall expand world trade in every respon- 
sible way. 


Since all Americans share the benefits of 
this policy, its costs should not be the burden 
of a ‘ew. We shall support practical meas- 
ures to ease the necessary adjustments of 
industries and communities which may be 
unavoidably hurt by increases in imports... . 


... The Democratic administration will help 
trade-affected industries by measures con- 
sistent with economic growth, orderly tran- 
sition, fair competition, and the long-run 
strength of all parts of our nation. 


Trade-affected industries and communities 
need and deserve appropriate help through 
trade adjustment measures such as direct 
loans, tax incentives, defense contracts pri- 
ority, and retraining assistance. 
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But partisan differences on this is- resolve the basic inconsistency in the 
sue are not as clear-cut as might ap- __ trade agreements legislation. The pro- 
pear from the platforms. Such influ- gram would permit the United States 
ential members of the Republican to carry out the purposes of the act 
Party as Senator Javits of New York fk : 

to the best political and economic ad- 
are staunch supporters of the proposed aa id a 
assistance program and have proposed vantage © the —_ — ‘ se _ 
studies to estimate its scope. our foreign economic policy a direction 

It is becoming widely recognized that is becoming to the greatest 
that adoption of such a program would trading nation. 





1. Editor’s Note: As we go to press, it appears that the latter statement is no longer true of 
the United Kingdom. 


+ -—° 





A P. cacepul Ube for the oe 


The submarine has evidently come to stay; and though, as an engine of 
naval warfare, it may not prove to be all that French enthusiasts anticipate with 
glee, there is a pleasant, practical ring about its proposed adoption as a means 
of crossing the Channel and escaping mal de mer. This waterway is only twenty- 
odd miles wide; and, given a type of vessel in which passengers could spend three 
quarters of an hour without inconvenience, at a level low enough to be out of the 
way of sea traffic, there is no reason why submarines should not be run as a kind 
of electric trams on a cable stretching from England to France. 


Country Life (December 14, 1901), 763. 
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JUSTIN J. CONDON 


A General Management View 
Of the Personnel Function 


There is a clear relationship between good 


personnel administration and company success. 


Industrial relations people of late 
have become increasingly concerned 
about the status of the personnel func- 
tion in an economically austere busi- 
ness climate. The literature of business 
management is filled with articles dis- 
cussing the lack of recognition given 
personnel administration, or, indeed, 
fearful for its survival as a major staff 
function in times of recession. Many 
such articles are written by personnel 
people themselves, or by consultants or 
teachers who are specialists in per- 
sonnel administration. The quotation 
which follows is typical of this sharp 
criticism of the personnel function. 
Personnel administration is still something 
of a Johnny-come-lately compared with the 
old, accepted business functions. Since it is 
not so obviously linked to profits or survival 
as are sales or production, its standing in 
industry has often been uncertain and its 
course unclear. 

Today, the status of the personnel man 


varies wide:y from company to company. In 
one company, personnel management sits at 


the right hand of general management; in 
another, it is a function subordinate to a 
plant manager. 

The personnel men with the highest salaries 
and the greatest prestige are those who func- 
tion mainly in the area of labor relations 
and union negotiations, in which a real and 
immediate threat to profits or even to the 
survival of the business is present.. The rest 
of the personnel function is often limited to 
the hiring of hourly workers and clerks— 
never to the recruitment and selection of top 
or key management personnel— and to such 
specific areas as supervisory training. People 
with very little or no specialized training feel 
that they are competent to become personnel 
managers, and, in fact, top personnel men at 
the vice-presidential level are often appointed 
from other areas of specialization (market- 
ing, engineering, etc.), with no prior training 
or even experience in personnel administra- 
tion. 

A great deal of the responsibility for the 
present state of personnel administration lies 
with personnel people. 

For one thing, many people engaged in 
personnel work are deficient in training, 
native intelligence, and knowledge of the 
principles of business administration. Be- 
cause their training and experience have been 
in fragmentary areas of personnel, they 
have become specialists in the worst sense 
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of that word, and they cannot gain rapport 
with general management. 

Only when real crises arise—the threat of 
union organization, a latent rebellion about 
rates of pay, a shortage of labor, or a marked 
deficiency in supervisory skill—does the 
manager turn to his personnel department. 
And he often finds that the personnel man 
is incapable of rising to the occasion. For 
one thing, the manager hasn’t selected a man 
who could get results in the first place.’ 

It is the purpose of this article to 
consider personnel administration from 
a different vantage point—that of gen- 
eral management—with the goal of 
bringing closer together the efforts of 
personnel managers and the managers 
of the enterprise as a whole. 


Goals of General Management 


The general manager sees the busi- 
ness through eyes which differ from 
those of the personnel man. Basically, 
the general manager is trying to get 
certain things done—to bring into pro- 
duction a new product, to rearrange a 
plant, to improve its physical condi- 
tion, to run a safe plant, and to obtain 
quality products—with the object of 
making a profit. He is not interested 
in the personnel functions as ends in 
themselves, but rather as they contrib- 
ute to the larger objectives of the busi- 
ness. This is where many personnel 
specialists lose rapport with the rest 
of the organization. They tend to think 
of salary administration, training, or 
management development programs as 
ends rather than means, even to the 
point, in some cases, where such pro- 
grams interfere with the effective 
achievement of the larger goals of the 
business. 

General managers, from corporate 
presidents on down, have one common 
yardstick by which they are measured 
—profit. This suggests the key by 
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EXHIBIT I 
ANNUAL ANALYSIS OF SALES DOLLAR 


MATERIALS 
56.5% 








which personnel administrators may 
evaluate their own performance: what 
is its contribution to profit? The re- 
mainder of this article will discuss 
some of the ways personnel services 
can aid the organization as a whole to 
accomplish its objectives, thereby mak- 
ing a contribution to profit. 


A Look at Profit 


Since profit is the means by which 
management is measured, a_ useful 
starting point is to look at profit itself. 
If the manager is seeking to maximize 
earnings, where does he look? 

Exhibit I illustrates the income 
statement of a representative manu- 
facturing operation. The major claims 
against income show on the chart. It 
can be seen at a glance that materials 
consume over half of the sales dollar. 
Other large items are selling and ad- 
ministration. Taxes, of course, are 
larger than profit. Of interest here, 
however, are certain claims against in- 
come which are specifically identified 
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PERSONNEL FUNCTIONS 


Communication 

Forecasting Personnel Needs 
Wage and Salary Adminis- Attitude Feedback 
Personnel Research 
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Controlling Cost of Salaried 
Personnel 

Utilizing “Indirect”? People 

Organization 

Key Men 

Supervisor-Employee Rela- 
tionships 








with the personnel function. These are 
marked with arrows on the chart. 
Fringe benefits, for instance, are near- 
ly half as large as profit. Salaries are 
two-thirds as large. Direct labor is 
about three-fourths of the profit figure. 
Indirect labor is almost half the profit 
figure. 

Since profit is left over after all other 
claims have been paid, general man- 
agers must control the other claims 
so that what is left over, profit, is as 
large as possible. Note how drastically 
just a one percentage point shift from 
one of these other claims against in- 
come would increase profit. 


PERSONNEL ACTIVITIES 
AND PROFITS 


When we relate various personnel 
activities to pro’ t. they may be divided 
into three rather arbitrary categories. 
The first group includes the ‘‘conven- 
tional” functions, those which are 
widely known in almost every sizable 
personnel department. The second 
group includes some of the less widely 
performed activities. These may be 
called the “advanced” functions, those 
which are carried out by larger or more 
advanced departments. And _ finally, 
there is a group we may call “uncon- 


ventional.” These may be performed 
by few, if any, personnel departments. 
This group exists largely in the form 
of unsolved problems, problems which 
confront general management and 
which have a large effect on profit. 

These three groups of activities are 
shown in Exhibit II. They are not in- 
tended to be a complete list of person- 
nel activities related to profit. They 
are intended, instead, to suggest some 
of the kinds of functions appearing 
under the personnel heading which rep- 
resent areas of concern for general 
management. 


Conventional Personnel Activities 


The first category of functions is the 
conventional one. These are personnel 
functions which are well known 
throughout industry. The fact that 
they are commonplace, however, does 
not lessen their importance. The factor 
which should be stressed in discussing 
these conventional functions is the im- 
portance of quality of performance. 


Employment and placement. It is 
one thing to perform a function and it 
is another to do it well. Employment 
and placement of people, for example, 
have important implications for most 
companies. Consider the cost of em- 
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ploying a man at $10,000 to $15,000 a 
year, of moving him and his family 
from some other location, of spending 
several months training him in his 
position, then of spending considerably 
more time learning how well he will do 
his job, and finally concluding that a 
mistake has been made and the results 
hoped for have not been achieved. The 
cost could well be $30,000, not includ- 
ing the cost of the failure of the given 
function to do what was expected of it. 


Labor relations. This is another 
commonly performed function. There 
are many cases in which quality of the 
job performed in this area can be de- 
cisive. Many experienced managers 
have seen plants so hopelessly entan- 
gled in labor relations problems that 
management has given up the plant in 
desperation, deciding to move to some 
other location. On the other hand, 
there are many plants where compe- 
tent management has been able to solve 
complex labor relations problems, end- 
ing up with a plant of high efficiency 
and good morale. These are clearly 
cases where the personnel function, 
well done, has an immense effect on 
profit. 


Wage and salary administration is 
another area which relates to profit. 
Inequitable pay can cost a company 
money, either in the form of overpay- 
ing people, that is, paying them beyond 
what they are worth in the market 
place, or else resulting in cost when 
good people are lost because the com- 
pensation does not adequately reward 
them. 


Benefits and services. Finally, most 
personnel administrators have under 
them the administration of various 
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benefits and services. Many of these 
are now lumped under the heading of 
fringe benefits. These, as was indicated 
in the profit chart, are now a substan- 
tial business cost, amounting to nearly 
half as much as profit in a typical year. 
It takes exceptional competence to un- 
derstand today’s fringe benefits and to 
control them in such a way as to get 
maximum results for the money spent. 


Advanced Personnel Activities 


The next category of personnel func- 
tions may be regarded as the advanced 
group. One of these is called communi- 
cation. This relates to the whole sub- 
ject of understanding and attitudes 
about the business enterprise. When a 
general manager is trying to carry out 
his own responsibilities and the specific 
objectives of his company, how does he 
secure the cooperation of the people 
needed to carry out these objectives? 
One way many managers now attempt 
to do this is through various forms of 
communication. 


Written and spoken communications. 
Some personnel people who take a lim- 
ited view of their responsibilities in 
communication may turn out a plant 
publication and think that does the job. 
In the sense in which the word is now 
coming to be used, however, communi- 
cation goes to the very heart of the 
enterprise. It includes various kinds 
of publications which people read and 
believe. It includes meetings and their 
effectiveness. It includes verbal com- 
munication and how well understand- 
ing is transmitted. It also deals with 
the upward flow of information. It 
even gets into such complex matters 
as the relationships between depart- 
ments which must work in coordina- 
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tion with each other, such as sales and 
manufacturing. In communication, a 
modern, well-informed personnel ad- 
ministrator can be of help to general 
management if he understands the 
need for it and if he can help strength- 
en performance in this area. 


Forecasting personnel needs is an- 
other function which more progressive 
personnel administrators may under- 
take. It is one thing to wait for a re- 
quisition to come in and then go out 
and fill it, and it is another thing to be 
sufficiently aware of the direction in 
which the organization is going to 
anticipate, perhaps years ahead of 
time, the need for people and planning 
for these needs. Here is an example 
to illustrate the point. 

Many years ago the Sears, Roebuck 
organization took some rather drastic 
changes in direction from its original 
mail order business. It was determined 
by top management that it would be 
necessary to go into retail stores ex- 
tensively if business leadership was to 
be maintained. The Sears organization 
set about in a very deliberate way to 
obtain and develop qualified men so 
that their stores, which now number 
in the hundreds, could be manned by 
competent managers. Sears, Roebuck 
is one of the leading merchandising 
organizations in the world. They would 
have been unable to achieve this posi- 
tion and to achieve the profits they 
now enjoy if they had been unable to 
man their stores as they do today. 


Attitude feedback, as a personnel 
function, may be put under the ad- 
vanced listing. Management, if it is 
to direct the activities of others, must 
be well informed on what those others 
think. This is frequently very difficult. 


Most managements who are now deal- 
ing with unions were, in their past 
histories, surprised to learn that their 
employees were sufficiently disgruntled 
even to want a union. Today, though 
managements may have learned 
through this experience, there is no 
less need for management to be in- 
formed on the thoughts of the people 
in their organizations. This becomes 
especially critical in a time of union 
negotiations, when management is con- 
cerned with the outcome of a strike 
vote. The need for knowing employee 
attitudes is also critical when em- 
ployees may be choosing between a 
union or no union. But even in day- 
to-day operations, it is essential for 
management to be well informed on 
the attitudes and understanding of 
employees. Some companies today are 
experimenting with attitude surveys, 
suggestion systems, and man-to-man 
visits. In any event, it is an important 
personnel function to see that manage- 
ment is well informed on the attitudes 
of employees. 


Personnel Research. Progressive 
personnel departments may enter this 
area. It is one thing to accept plant 
conditions as they are and it is another 
thing to question intelligently whether 
things should be done the way many 
of us take for granted. In any given 
plant, for instance, there may be some 
method of pay which was right in its 
time and which may now have become 
obsolete. Does it get the results that 
its creditors expected of it? Another 
area which many personnel adminis- 
trators have, of course, discussed, is 
the effect of automation. What is auto- 
mation likely to do to levels of employ- 
ment, to methods of paying people, to 
the kinds of skills needed to perform 
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the work? These are proper questions 
for progressive personnel departments 
to be considering in advance. 

All of these functions which are list- 
ed under the advanced category have 
a clear and direct effect on profit. They 
explain in many cases why manage- 
ment is unable to achieve its full goals. 
These are areas in which personnel ad- 
ministrators may make a greater con- 
tribution to profit. 


Unconventional Personnel Activities 


The third category of personnel 
functions includes those which may be 
called unconventional. These may be 
performed by few, if any, personnel 
departments. While some personnel 
men may include these activities in 
their responsibilities, few achieve a 
high degree of success here. Many of 
these exist in the form of unsolved 
problems, problems for which general 
management is seeking answers. These 
are also areas which have a major ef- 
fect on profit. 


Controlling cost of salaried person- 
nel. As an example, consider this 
problem. The profit chart indicates the 
increase in the share of the income dol- 
lar which is being taken up by salaries. 
As industries change with time, the 
efficiency of the blue collar worker is 
relatively well controlled by good su- 
pervision and industrial engineering 
techniques. A company which has good 
standards and good supervision may 
be reasonably sure that it is getting a 
full day’s work from the employees 
doing what we call direct labor. But 
what control do managers have over 
the utilization of salaried personnel? 
This is an area in which our knowledge 
is most primitive. Parkinson’s law, 
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which is considered somewhat humor- 
ous by cartoonists, is a serious problem 
to the manager who is unable to keep 
his overhead at levels which permit 
him to earn a profit. If the manager, 
in desperation, demands that every 
requisition receive his personal ap- 
proval, he will find himself debating 
whether the mail department truly 
needs another messenger boy. This is 
an area in which personnel administra- 
tors can be challenged to develop ways 
in which management could be assured, 
with reference to salaried personnel, 
that they are obtaining the same effi- 
cient performance which is obtained in 
many well-run plants with factory 
personnel. 


Utilizing “indirect” people is a sec- 
ond problem which also is becoming 
increasingly important. These are such 
men as electricians, millwrights, tool- 
makers, and others who are not direct- 
ly producing goods. Here managers are 
confronted with high wages of the 
skilled trades and the absence of clear 
work standards, complicated, further- 
more, by developments in automation. 
The unions themselves are perplexed 
by the change of events. What hap- 
pens to the classic occupations, such as 
machinists, millwrights, and electri- 
cians, when a machine may contain 
interrelated parts which cut across all 
those occupations? There is an oppor- 
tunity here for personnel people to de- 
velop ways in which management can 
be sure that indirect people are of the 
proper quality and quantity to get the 
job done best at the lowest cost. 


Organization. A third area of chal- 
lenge for personnel administrators is 
that of organization. For years, of 
course, personnel people have consid- 
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ered this their proper province. It is 
not at all unusual for personnel admin- 
istrators to be familiar with position 
descriptions, job evaluation, organiza- 
tion charts, and similar paraphernalia 
of the trade. In the context in which 
the general manager may use the word, 
organization may be thought of in a 
somewhat different way. 

In carrying out his responsibilities, 
the general manager or line manager 
is concerned with getting things done 
through people. He finds to his dismay, 
however, that what he seeks to do fre- 
quently falls short of his aspirations. 
Costs may be higher than planned, or 
the program is carried out in much 
more time than was originally contem- 
plated, or perhaps too many hours are 
spent doing again something which 
was not done properly the first time. 
When a manager goes back over a 
given experience trying to learn where 
he went wrong, he may find that it is 
due to the incompetence of some indi- 
vidual. In that case, he would seek to 
find a remedy, either in training or in 
developing some more competent man. 
Frequently, however, he finds that re- 
sults did not measure up to expecta- 
tions, even when competent people are 
trying to get the job done. He finds 
there was a slip somewhere in the way 
these people worked together and that 
if they could have been used different- 
ly they might have succeeded. Organi- 
zation in this sense, then, becomes a 
highly complex thing. 

As an example, consider some of the 
ways in which organization might be 
viewed. It is customary to organize 
people by function, so we are familiar 
with personnel administrators, pur- 
chasing people, accountants, engineers, 
and so forth. People may also be or- 


ganized by product, so that in a plant 
which produces several products there 
might be an organization built around 
each product. There may also be or- 
ganization by geography or area, with 
superintendents of Plant 1, Plant 2, 
Plant 3. People may also be organized 
by process. It is possible to have a 
supervisor of the paint department, 
the machining department, and the as- 
sembly department. People might be 
organized by time, so that in bringing 
a new product to market you may have 
a procedure in which different people 
are responsible for different achieve- 
ments at different stages in time. 

How these things are done has a 
great deal to do with the success with 
which they are carried out. The tradi- 
tional functional organization, for in- 
stance, is frequently unable to keep up 
with a fast-moving project such as a 
new product. It becomes necessary in 
some cases to appoint project coordi- 
nators to direct the functional mem- 
bers to get results on time. These are 
aspects of organization which present 
opportunities for personnel adminis- 
trators. 


Key men. Another area which might 
be listed as a continuing problem is a 
familiar one. It probably should be 
listed under the conventional functions, 
except that in many cases the problem 
is still unsolved—the difficulty of se- 
curing competent managers. When a 
general manager is confronted with a 
difficult task he usually seeks some 
competent man on whom he may de- 
pend to get results. This requires that 
rare individual, the key man, who is 
capable of coping with the unusual. 
Personnel administrators who are look- 
ing for additional ways to help their 
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organization could make substantial 
contributions if they could develop 
ways to find exceptional men. 


Supervisor-employee relationships. 
Another somewhat familiar subject 
which is listed in the unconventional 
column is that of the relationships be- 
tween supervisors and their subordi- 
nates. It is listed in this column because 
the problem is to a large degree still 
unsolved. Most people in industry use 
management development programs, 
performance reviews, and position de- 
scriptions. In many cases, however, 
they do not live up to the expectations 
of their creators. Performance reviews 
are somewhat disappointing and con- 
fusing to both the rater and the ratee. 
They may even be frustrating to the 
personnel administrator who is trying 
to get the people to do the rating. 
Some organizations have had excep- 
tional experiences which increase our 
optimism about what may be achieved 
when these things are done properly. 

In one organization a line manager 
voluntarily developed a performance 
review system in which he reached an 
understanding with his own men about 
their specific responsibilities. This job 
was carried out in such a way that the 
responsibility and measurements of re- 
sults were put in terms that the men 
themselves clearly understood. Numer- 
ical standards were set up for such 
things as production, budget perform- 
ance, housekeeping, and similar activi- 
ties. What was unusual in this case, 
however, is that once these under- 
standings were reached and once the 
methods of measurements were devel- 
oped, the individuals concerned were 
able to improve their own performance 
substantially. Results were seen in 
such tangible forms as lower scrap, 
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better quality, better performance to 
schedule, and other yardsticks which 
made a most definite contribution to 
profit. This is a case where a personnel 
function made a most concrete contri- 
bution to profit. 


EVALUATION 


Despite the somewhat dismal view 
of the personnel function which was 
represented in the quotation cited ear- 
lier in this article, it is rare to find this 
same severe criticism coming from top 
executives of leading business organi- 
zations. Some highly entertaining 
books and articles have appeared in 
recent years denouncing human rela- 
tions, ridiculing psychological tests, 
and criticizing management develop- 
ment, as well as many other efforts in 
the personnel field. The fact remains 
that important personnel problems per- 
sist which are most costly to business. 
That is why general management is 
still receptive to efforts which will 
bring about improvement in the utili- 
zation of the human resources of an 
enterprise. An effort which is only 
partially successful in solving a person- 
nel problem is more useful to business 
managers than criticism which offers 
no constructive remedy. 

The presidents of a number of out- 
standing corporations were asked some 
time ago to rate the companies which 
they regarded as those which are best 
managed. They were also asked to 
evaluate the factors which they 
thought would most influence success 
of business enterprises in the next dec- 
ade. Their conclusions list eight keys 
to business success in the 1960’s.? 
These are the factors rated in order of 
importance by this group of business 
leaders: 
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Marketing Strategy 
Organizational Planning 
Research and Development 
Production Techniques 
Financial Management 
Personnel Management 
Labor Relations 

Public Relations 


At least four of these factors are 
ordinarily considered personnel func- 
tions. The high value which these men 
place on such matters as organizational 
planning, personnel management, la- 
bor relations, and public relations gives 
a good measure of the opportunity 
which lies before personnel managers 
in the coming decade. 


Summary 


It appears that in the minds of most 
top business leaders is a clear relation- 
ship between good personnel adminis- 


tration and company success. It is also 


. apparent that many existing personnel 


activities touch upon the same prob- 
lems which concern general manage- 
ment. It does not seem necessary for 
progressive personnel administrators 
to make any revolutionary change in 
organization or function to bring about 
better results. There is, however, fur- 
ther opportunity for improvement in 
the quality of personnel administration 
today. This opportunity probably lies 
in the area of greater identification 
on the part of personnel managers with 
the goals and problems of general man- 
agers. Personnel administrators in the 
next decade who can bring to general 
management any substantial help in 
the problems reviewed in this article 
need have no concern about the impor- 
tance of the personnel function in the 
sixties. 





1. §S. Vincent Wilking, “What’s Wrong with 
Today’s Personnel Administration?,” The 
Management Review, September, 1960, p. 16. 


Reprinted by permission of the author. 
2. “America’s Best Managed Companies,” 
Dun’s Review, September, 1960, p. 38. 
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READING FOR BUSINESS AND PLEASURE 


Electronic Business Machines 


This book on computer systems and 
their applications is the outgrowth of 
lectures at Dundee Technical College 
(Scotland) in 1958.1 Eight British 
specialists in the computer field plus 
B. Nanus of MIT and R. H. Gregory 
of Sylvania Electric Products (then 
of MIT) discuss the spectrum of topics 
in business uses of computers, from the 
internal organization of a computer 
through programming, business sys- 
tem design, the preparation of com- 
puter personnel, auditing considera- 
tions, telecommunications, and _ file 
maintenance with magnetic tape. 

The book does not discover any new 
ground, but gives in one volume a 
rather comprehensive coverage of ex- 
isting 1958-1959 knowledge in the field 
of computer application in business. 
The most thorough treatment is in the 
section on programming (110 pages). 
It would not be possible for the un- 
initiated to learn program writing 
from this material, but this comes as 
near to it as any self-help lesson on 
programming this reviewer has seen, 
bar none. Section II (106 pages) deals 
with Business Management and Elec- 
tronic Data Processing. Chapter head- 
ings here are: 


The Computer Approach to Business 
Problems 

Managerial Decisions for Computers 
and Organization Patterns 

Business-systems Analysis and De- 
sign 





1. J. H. Leveson, Editor, Electronic Busi- 
ness Machines. New York: Philosophical 


Library, Inc., 1960. 272 pp. $15.00. 


Computers and Business Size 


Selection and Training of Computer 
Personnel 


Economics of Computers 
Problems of Auditing and Control 


The material of Section II is less 
specific than that of Part I, but this is 
understandable, because organizational 
situations, management attitudes, and 
processing requirements vary so 
greatly among firms. No siniple set of 
statements about organization for com- 
puters, personnel, evaluation, and so 
on, would be valid except for a few 
cases. Even so, the book gives a good 
review of the many-sided managerial 
complications in office autoination. 

Part III is about Computer Equip- 
ment and Applications, including In- 
put and Output Equipment, Magnetic 
Tape, Punched Cards, and Telecommu- 
nications. 

Except for parts of Section II (lec- 
tures by Professor Gregory) and Sec- 
tion I (programming being quite uni- 
versal in approach), the entire book is 
geared to English experience; however, 
this does not invalidate its value to 
Americans as a fairly complete answer 
to the question: ‘Computers, what are 
they and how should they be used?” 


Gardner M. Jones 


Associate Professor 
Business Administration 


Listen, Yankee? 


This book concerning the Cuban rev- 
olution is reading neither for “pleas- 
ure” nor for “business’—at least not 
for pleasure in any sense and not for 
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business in the narrow sense. In this 
age of exaggeration by superlatives, 
one might say that “this is reading for 
survival.” Such a description involves 
only a little exaggeration. The theme 
concerns us all; but more especially it 
concerns businessmen with interests 
abroad, for it is a bitter indictment of 
U. S. business in Latin America and 
particularly in Cuba. 

Mills presents a series of letters, 
frank, critical, and sometimes pleading, 
from a hypothetical Cuban—a young, 
intelligent, brash, sincere, sometimes 
rude, revolutionary. These letters pre- 
sent the revolutionary case in a power- 
ful and brilliant form. Their very style 
gives one the flavor of the continuing 
revolution (little emphasis is given to 
its early military aspects)—imagina- 
tive, disorganized, pragmatic rather 
than ideological, mistake-making but 
pushing on, and above all sovereign and 
proud. 

From the start, the reader reacts 
negatively as he is being told off in no 
uncertain terms by some young whip- 
per-snapper. And the style is so good 
that one soon begins to identify this 
Cuban. In reviewing the book, it is a 
temptation to list the Cuban’s charges, 
refuting them when possible. (Mills 
examines his own reactions to the 
letters in a final “Note to the Reader.’’) 
But this is to miss the point com- 
pletely. To criticize Mills on the 
grounds that he has made a weak (or 
strong) case against the U. S. or that 
he has made a good or bad case for 
the Revolution is to swing savagely 
at a non-existent straw man. The only 
legitimate point is: how accurately 





2 C. Wright Mills, Listen, Yankee, New 
York: McGraw-Hill Book Company Inc., 1960. 


does Mills’ ambitious work reflect the 
views of those Cubans now in power? 
This is an impossible judgment for 
those not having visited Cuba recently. 
But Mills is well enough known and a 
good enough observer that it can be 
taken on trust that he reflects the Cu- 
ban viewpoint sufficiently well that it 
must be taken seriously. 

The Cuban image of the gringo is 
not a pretty one, and it ought to 
give us pause for thought about how 
deserved it is. Listen, Yankee, and 
hear a few of the things he has to say: 
. .. we don’t even know you. How could we? 
... What we know is the big, sharp edges of 
Yankee politics and Yankee imperialism. To 
us, those are not just dirty words. They’ve 
been facts of our every day lives as we’ve 
lived them in Cuba. It’s been the idle tourists 
and the sugar monopolies and the support of 
the Batista dictatorship and the giving of 
medals to his murderers and our not having 
work to do and seeing the land lie idle while 
we squatted on the edge of the road in our 


filthy huts—that is what most of us know of 
North America. 


But now we’ve reached a point where your 
Government probably can’t say anything rea- 
sonable and sane to us. We certainly don’t 
expect them to. Not any more. In fact, what 
we want from your Government and your 
monopolies can now be put into just one 


word: “Nothing.” Or in four words: “Just 
let us alone.” 


The reader will also find of great 
interest the Cuban view of its own 
revolution— its aims, methods, fail- 
ures, and dreams. This is not an 
unbiased, dispassionate analysis, but it 
is impossible not to understand (and 
like) the revolutionary more after go- 
ing through this soul-searching with 
him. 

It is not important that the reader 
like what the Cuban says (he won’t) 
or that he agree with the Cuban’s pic- 
ture of the Yankee (how accurate is 
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our picture of the people of any foreign 
nation?), but it is important that we 
have a notion of what a foreigner 
thinks of us, right or wrong, because 
it is what he thinks. Cuba assumes an 
undue importance for us, perhaps, be- 
cause of proximity, but there may be 
fifty other Cubas—just waiting to 
happen. 

John M. Hunter 

Department of Economics 


The Professional Soldier’ 


President Kennedy, since the begin- 
ning of his incumbency, repeatedly has 
spoken of his concern over the ability 
of the country to defend itself in the 
event of a limited war. In the same 
vein, business, political and military 
writers in newspapers, magazines and 
books have for several years weighed 
the validity of our policy of “massive 
retaliation.” One of the books in this 
area is Morris Janowitz’s The Profes- 
sional Soldier. Dr. Janowitz, a profes- 
sor of sociology at the University of 
Michigan, does not concern himself 
solely with defense policy, however. 
His book undertakes to draw “a social 
and political portrait” of the military 
leadership as it has evolved in the 
twentieth century. 

Other recent books have been writ- 
ten to explore the increasingly signifi- 
cant impact of this uniformed power 
group on the economic, political and 
social patterns of the United States. 
Dr. Janowitz’s scholarly analysis goes 
deeper, tracing the evolution of what 
he calls the “heroic leader,” the ‘‘mili- 
tary manager,” and the “military tech- 





a: Mgqrris Janowitz, The Professional Soldier. 
Glencoe, Ill.: The Free Press, 1960. 
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nologist,” and their changing roles in 
the military hierarchy. He decides 
that we need all three, but is careful 
to point out that “the purposes of 
military organization are profoundly 
different from those of business or- 
ganization, and the loyalties and logic 
of the professional soldier in his man- 
agement capacities are also different.” 
To cope with limited wars or bigger 
wars, Dr. Janowitz believes, the mili- 
tary organization must “live with a 
series of dilemmas.” It must first 
“strive for an appropriate balance be- 
tween conventional and modern weap- 
ons.” Second, it must “assist in 
accurately estimating the consequences 
of the threat or use of force against 
the potentials for persuasion and 
conflict resolution.” Third, “military 
leaders must make the management of 
an effective military force compatible 
with participation in political and ad- 
ministrative schemes for arms inspec- 
tion and control.” The latter two, of 
course, are new roles for the military, 
who traditionally have sought to avoid 
involvement in the field of politics. 
The author proposes an organization 
to meet these dilemmas, calling it a 
“constabulary force.” He says, “The 
military establishment becomes a con- 
stabulary force when it is continuously 
prepared to act, committed to the mini- 
mum use of force, and seeks viable 
international relations rather than 
victory, because it has incorporated a 
protective military posture.” Such an 
organization, it is argued, also would 
facilitate the resolution of civil- mili- 
tary problems, including the adequacy 
of forces, whether for conventional 
warfare or for strategic deterrence. 
Dr. Janowitz does not claim, of course, 
that these advantages are inherent in 
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organization, but rather in an idea 
which “draws on the police concept.” 
His thoughts are provocative, certain- 
ly, although they are not likely to win 
many converts among military leaders 
themselves. 

The greater part of the book is con- 
cerned with the “social and political 
portrait.” The author examines the 
professional officer’s social origins, his 
career motivations and development, 
his style of life, his ideologies, and his 
political behavior and techniques. The 
completed portrait is one of a man 
“from an old-family, Anglo-Saxon, 
Protestant, rural, upper middle-class 
professional background,” but the por- 
trait is undergoing change in the direc- 
tion of “greater representativeness.” 
This man, the author says, is one of 
“conservative political perspectives.” 


Unfortunately, Dr. Janowitz too 
often states his opinions as facts, and 
offers generalizations based upon in- 
adequate data. There is also a tend- 
ency to invent categories—heroic and 
managerial, domination and initiative, 
ascription and achievement, absolute 
and pragmatic, and others—which 
somehow fall short of convincing the 
reader. Nevertheless, The Profession- 
al Soldier is a stimulating book, one 
well worth reading for anyone who 
wants to know more about the group 
into whose hands has been placed the 
defense of the nation. 


Major James J. Ford 
Office of the 
Quartermaster General 
United States Army 
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The motor-car race from Paris to Berlin is an incident of importance outside 
the region of locomotion. When Frenchmen and Germans consent to become 
competitors in the latest and most fashionable pastime, it is safe to assume that 
much of the old hostility has passed away, and “Let us have a motor match” seems 
to be the modern equivalent of letting the lion lie down with the lamb. Every 
incident of this kind is so much towards repealing the policy of la revanche. 


Country Life, X, 3 (July 6, 1901), 3. 





(Continued from page 75) 


STOCK VALUATION IN FEDERAL TAXATION 1961 
Adolph E. Grunewald 104 pages $1.00 


THE ACCOUNTING CONCEPT OF REALIZATION 1961 
Floyd W. Windal 90 pages $1.00 


ECONOMIC AND POPULATION BASE STUDY OF THE LANSING 
TRI-COUNTY AREA 1960 


319 pages $5.00 


THE SAGINAW RIVER PORT SURVEY, PARTS I AND II 1958 
John L. O’Donnell 71 and 48 pages each $2.50 


1957 MICHIGAN TOURIST SURVEY 1958 
58 pages $2.00 


Order from: 

Bureau of Business and Economic Research 
Graduate School of Business Administration 
Michigan State University 
East Lansing, Michigan 





Reprints of articles in this and in most previous 
issues are available at the following prices: 


Single reprint $ .50 Four to 99 $ .35 each 


Two 90 First 100 $34.75 
Three 1.20 Additional 100’s $18.00 each 


Address requests to Business Topics, Bureau of Busi- 
ness and Economic Research, Graduate School of 
Business Administration, Michigan State Univer- 
sity, East Lansing, Michigan 














